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Fiduciary Service 
in New York Siate 


With over three-quarters of a cen- 
tury of continuous fiduciary experi- 
ence in New York State, we are glad 
to extend to banks and trust com- 
panies in other states full co-opera- 
tion in the handling of estate and 
trust problems of their clients re 
quiring special attention in this state. 


BROOKLYN TRUST 


COMPANY 


GR 
é e/ Da Member 
177 Montague St.—Brooklyn Greater New York RAL a) of the F.D.L.C. 
New York Office—26 Broad St. — 


Member New York Clearing House Association 


New York Escrows 


If you have any documents pertaining to New York real 
estate to be placed in escrow pending completion of any 
agreement in New York City, we are equipped to act as 
escrow agent with efficiency and at moderate cost. 

For over sixty years, we have been closing real estate contracts 
for our clients and have acquired the necessary experience 
to solve the various difficulties that ofttimes arise in connection 
with real estate. 
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| St. Louts ...and the Railroad Industry 


St. Louis is the second largest rail- 
road terminal in the United States, 
being served by nineteen trunk line 
roads, which, with their affiliates, 
operate 57% of the main track 
mileage of the country’s Class 1 
railroads. In addition, four short 
lines and five switching roads serve 
the Metropolitan district. 


The excellence of St. Louis’ rail- 
road service, together with the 
city’s strategic, central location, has 


MERCANTILE 
Bank and 
ST. LOUIS 1 


ST. LOUIS — 


been a major factor in the growth 
and development of many major 
industries in this area. 


Mercantile-Commerce has had a 
close association with the railroad 
industry through many, many years 
...one of the many examples of 
how this bank has cooperated con- 
structively towards the growth of 
business in the widely diversified 
industrial area of St. Louis and 
the great Southwest. 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





CANADA 


HAS TWO LEGAL SYSTEMS 


Canada has one civil law Province and 
eight common law; these nine juris- 
dictions naturally exhibit wide differ- 
ences in their statutory requirements 
and business conditions. Through its 
comprehensive Branch organization 


the Toronto General Trusts is in close 


touch with fiduciary matters and is 


well qualified to offer ancillary service 
in Canada under corporate and 
personal trusts. This Corporation 


welcomes your inquiries, 


CANADA’S OLDEST TRUST COMPANY 


THE 


TORONTO 
GENERAL 
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CORPORATION 


TORONTO MONTREAL OTTAWA WINDSOR WINNIPEG 
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Editor's Easy Chair 
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In which we present pertinent 
observations and information in 
letters received from our readers. 


HUMANIZATION OF REPORTS 


Messrs. Graber and Luhnow in their article 
“The Modern Corporate Report” (August is- 
sue) placed their fingers on one of the really 
major problems of public relations. Amazing- 
ly, a great many stockholders never read the 
reports of companies in which they hold 
shares. As a corollary, a great many stock- 
holders, particularly those with modest hold- 
ings, really know very little about the com- 
panies in which they have invested their 
money. Thus, the evils of absentee ownership 
are multiplied. Undoubtedly the cold, statis- 
tical nature of annual reports in the past has 
played its part in this condition of affairs. 

As the study points out, the trend now is 
toward the humanization of the corporation 
story told in the light of the relationships of 
flesh and blood men and women engaged in the 
exciting endeavor of earning a living for them- 
selves, and thus contributing to a rising stand- 
ard of living for all. This trend is all to the 
good, for it is a basic contribution to the mu- 
tual and sympathetic understanding which 
must exist among all our people if this Nation 
is to survive as it has in the past.” 

FRANKLYN WALTMAN, 
Director, Public Relations Dept. 
Sun Oil Company 
Philadelphia, Pa. 


HITTING AT FUNDAMENTALS 


I read with much interest the article by 
Allen Crawford in the October issue of Trusts 
and Estates. As a matter of fact, I used 
two quotes from this article in a talk I made 
to a banking group on November 16th. I feel 
that Mr. Crawford is hitting at a fundamental 
when he talks about the need for public rela- 
tions at the local level. I am convinced that 





financial and business leaders must first do the 
job in their own communities if the profit and 
loss system under which we have prospered in 
this country is to be maintained. 


I also feel very strongly the necessity of tell- 


ing the story in local communities about the . 


amount of profit business really makes. If this 
job is thoroughly done locally, much of the 
public misinformation about profits can be cor- 
rected. The man on the street greatly exag- 
gerates profits by guessing that 30% was the 
war time figure and that nearly 20% will be 
the peace time rate for the manufacturer. 
However, when this same man is asked what 
would be a fair profit for manufacturers, he 
says 10%. Thus we see that the average con- 
cept of a fair rate of profit would not penalize 
business. Most people hear only of gross pro- 
fits with little understanding of taxes or of 
money kept as a reserve for needed expansion 
and maintenance of employment. Industry has 
a real job to do along this line and is making 
some progress, notably in the simplicity of an- 
nual reports and in the publicity many com- 
panies are beginning to put out with these re- 
ports. Bankers and others can do much to 
correct this false impression on the part of the 
public by doing a thorough job of informing 
people at the local level. 

C. C. CARR, 


Advertising Manager 


Aluminum Company of America 
Pittsburgh, Pa. 


PROPHETIC 


On behalf of Mr. Eccles, permit me to thank 
you for your thoughtfulness in sending him 
the various clippings of editorials which ap- 
peared in your publication in 1941 and 1942. 
They certainly should be a source of pride to 
you in retrospect for they were prophetic.” 

ELLIOTT THURSTON, 
Assistant to the Chairman 


Board of Governors of the 


Federal Reserve System 
Washington, D. C. 


(Enclosures were: Emergency Unlimited— 
June 1941; Shift from Peace to War—and 
After—Aug. 1941; Corregidor, Detroit and 
Main Street—Jan. 1942; America’s Secret 
Weapon—Aug. 1942). 


GENUINE SERVICE 


You have performed a genuine service to the 
American system of free enterprise in pointing 
it how vital it is to emphasize the all impor- 
‘ant part which capital tools have played in 
ie creation of America’s leadership in produc- 


(Continued on page 422) 


FULL COOPERATION ON 
ALL TRUST MATTERS 


in Illinois 


Our long years of 
_ experience in all types 
ins of fiduciary’ activity in 
this area, plus an un- 
usual background in all 
real estate matters qualify us 
to give you and your customers 


full cooperation on .both corporate 


and personal trust matters in Illinois. 
We were first to qualify under the 
General Trust Company Act of the 
State of Illinois and have been con- 
tinuously active in trust administra- 
tion since 1887. 

No matter where the personalty in 
an estate be situated... if there be 
real estate in Illinois, you will find it 
a matter of good judgment to suggest 
Chicago Title and Trust Company as 
ancillary administrator. 


CHICAGO 
TITLE anp TRUST 
COMPANY 


69 WEST WASHINGTON ST. - CHICAGO 2 
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GIRARD TRUST COMPANY 


BROAD AND CHESTNUT STREETS ¢ PHILADELPHIA 2, PA. 


James E. Gowen, President 


We believe that Trust Companies generally 


would benefit materially by installing relia- 


ble Cost Accounting Units and that the 


heads of these Units should form a 
Cost Accounting Association 

for the exchange of ideas 

and the development 


of standardized 


practices. 
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Your Industrial Loan Officer Has 
Been Waiting for This Guide on 
Installment and Accounts 
Receivable Financing 


Here, at last, is a single reference 
source giving complete, continuously 
up-to-date information on _ statutes, 
common law, court decisions, and 
pending legislation governing install- 
ment and accounts receivable financ- 
ing. 


Installment coverage includes: Pending 
Legislation; Report Bulletins; Explanatory 
Text; Uniform Conditional Sales Act; Regu- 
lation W; Current Matter; Soldiers’ and 
Sailors’ Civil Relief Act; Chattel Mortgages 
and Trust Receipts; Canada; Forms; State 
Laws. 


Accounts Receivable coverage includes: All 
Laws—defined as the Accounts Receivable, 
Assignments, Perfection, Rights and Liabil- 
ities; Interpretation; Cases. Conflict of Laws 
—what law governs Assignments. All Re- 
ported and Unreported Cases. Statutes up- 
to-date. Operations and Procedures. Bank- 
ruptcy and Insolvency Problems. Specimen 
Plans, Model Forms, Contracts, Bookkeep- 
ing Records. 


Loose-leaf. Continuously up-to-date. Fre- 
quent report bulletins and replacement 
pages keep you always abreast of new laws, 
bills, decisions. 


There is no other way for you to get 
the information this epoch-making 
new Service gives you except through 
lengthy and costly research. 


PRENTICE HALL, Inc.| 


70 Fifth Ave. New York.N.Y. 
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tive capacity. We have made a master blunder 
in giving all the credit to the firm of Manage- 
ment & Labor and virtually forgetting the si- 
lent partner—tools. Every spokesman for bus- 
iness should have an opportunity to read your 
editorial, “Productivity ‘Per Man Hour’.” (Nov. 
issue). 
HARRY F. GUEST, 
Director, Public Relations, 
Chamber of Commerce of the 
State of New York 
New York 


WEALTH AND MORALS 


Your recent editorials have picked out the 
most neglected subject in all of public rela- 
tions. America is a living, thriving tribute to 
the fundamental rightness of the profit motive. 
Our world leadership, political freedom, and 
high standards of living all spring from the 
opportunity every American has to gamble his 
money on his ideas and initiative and get an 
honest share of the winnings ... if there are 
any. Yet how many people today look upon the 
ability to earn money and to use money to 
create more wealth as evidence of low motives 


~ 99? 


and morals! 


JOHN J. LARMER, 
Director, Evansville Co-Operative League 
Evansville, Ind. 


REVERSE CULTURAL TRENDS 


I would fully agree with the idea of Mr. 
Crawford’s article in your October issue, that 
the capitalistic system .of economic organiza- 
tion could be much more highly appreciated by 
the people of this country. One important 
reason why such a large part of the public 
apparently is not at all concerned about the 
preservation of the capitalistic system is that 
profound changes have occurred in our cultural 
ideology. Personally, I have heard of no pro- 
posals which would reverse these cultural 
trends. Neither do I believe that people today 
can be propagandized or talked into accepting 
the principles of capitalism. 


In our day the distribution of profits and 
the other rewards of productive effort is deter- 
mined politically. Consequently, if the princi- 
ples of capitalism are to be accepted in our 
economy, one must look for the development 
of some political division by which those who 
believe in capitalism can vote for the applica- 
tion of this system, and those who approve of 
socialism can support their cause. One reason 
why we are accepting socialism is that it is not 
a well understood political issue. 


WILSON WRIGHT, 
Economist, Armstrong Cork Company 
Lancaster, Pa. 





PRIVATE ENTERPRISE CAN HAVE A 
PEARL HARBOR TOO 


Editorial 


HY is so much attention being 

paid to Public Relations today by 
financial as well as industrial concerns? 
Progressive corporations in practically 
every line of industry as well as public 
service have made public relations the 
job of a full time executive — at the 
policy-making level. Banks and trust 
companies are beginning to follow suit. 
The job of advertising manager is grad- 
uating into a full-fledged managerial 
function. 


There are many reasons for this; 
many proofs that it is not a passing 
fancy or business fad, but a practical 
necessity. Essentially this development 
is a recognition that, as Abe Lincoln 
said: 


“With public sentiment, nothing can 
fail; without it, nothing can succeed.” 


Whether we choose to call our system one 
of private enterprise, private banking or 
what-have-you, we live by public sufferance, 
as Eddie Dooley well remarked in his ad- 
dress at the Financial Advertisers confer- 
ence last month. Public indifference — let 
alone distaste — for a company or its prod- 
ucts has sounded many a business and bank 
death-knell. Dun & Bradstreet may report a 
variety of causes for business failures, but 
they almost all boil down to “There weren’t 
enough willing buyers.” 

What good is it to have good productive 
techniques and mechanical equipment, ade- 
quate labor and working capital, the finest 
sales force — if the profits aren’t there, at 
least over a reasonable period? What good 
are the investments — or loans — based on 
brick-and-mortar? Profits are the life-blood 
of the banker’s and the trustee’s function. 
The only alternative is government guar- 
anty or bankruptcy; and both add up to 
state capitalism, if it happens often enough. 

No sharpening of the institutional inves- 
tor’s pencil, no outguessing of the market, 
no formula plans or elaborate analysis de- 
partments can get dividend blood out of an 
unprofitable corporate turnip. And on indus- 


try’s side, no matter what a fine job the 
management does internally, if public opin- 
ion is antagonistic or indifferent enough to 
fair profits and return on investment to al- 
low destructive taxes or impossible labor 
costs, there will not be enough of the kind 
of risk capital that makes jobs, pays off the 
risk of investment or encourages enough 
voluntary saving. 

Already we have vast projects for govern- 
ment capitalization of “make-work” pro- 
jects, forcing of investment through heavy 
taxes or inflation, and involuntary saving in 
the shape of increasing demands for “social 
security” and other forms of forced saving. 
Add this up — it spells state capitalism. It 
hasn’t yet, only because we in America will 
not tolerate a revolution. The other way it 
comes is by evolution, a step at a time. Be 
not deceived by the failure of inflation or 
socialism to arrive with a fanfare; like most 
diseases, it creeps insidiously into the na- 
tion’s veins until the doctor says “It’s an 
operative case,” or simply shakes his head. 


Let’s Meet the Customer 


E all remember the “viewers-with 

alarm,”’ we make fun of those who see 
burglars under the bed — and that is good 
for the sense of humor. It may not be so 
good for the cents of business. It takes a 
good man to recognize a burglar these days, 
and terrific salesmanship to convince the 
public that 1. It isn’t a burglar but a hu- 
manitarian, or 2. It is a burglar who is not 
very choosy but will take anybody’s folding 
stuff. 


Someday there may be someone smart 
enough to reduce economics to the average 
intelligence to put it in a cartoon strip or to 
write up a fiscal event with the snap and 
action of an Army-Navy football game. Un- 
til that time, however, we will have to be 


‘content with doing the best job we can of 


telling whoever will listen to us, with the 
most attractive techniques and honest facts 
at our command, just what we think is hap- 
pening that is liable to hurt them and us. 
There are a variety of ways of doing this 
— and quite a lot of people interested in do- 
ing it. The variety of ways we call Public 
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Relations. In the past these techniques have 
often been twisted by the most ingenious 
methods to suit the immediate and ephemer- 
al ends of the particular bill of goods a com- 
pany or bank had to sell. Sometimes as far 
ahead as the next year’s P and L statement. 
We wanted to sell a subscription, or a pack- 
age of breakfast food or a will appointment. 
Now we find we have done only half the sell- 
ing: the other half is the right to make a 
fair profit. That is up to the public, the buy- 
er. 


So today, in this democracy where the 
buyer is first of all a voter, we who manage 
the men, money and machines must either 
sell the voter what he wants at the price he 
thinks is fair — or if he doesn’t think the 
price is fair, convince him that it is — in 
unassailable logic and with understandable 
language. The day is past when the corpora- 
tion or bank salesman (call him solicitor, 
advertising manager, sales manager or vice 
president in charge of influencing people) 
can just wrap up what we have and hawk it 
in sonorous tones. Today we have to know 
what the public has a right to demand, make 
sure the management appreciates those re- 
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quirements — and then and only then, sell 
it to them at a compensatory price. 

This is the job of Public Relations. This 
is the reasoning behind the many articles 
and studies and reports which we of Trusts 
and Estates have published. Without profit- 
able private enterprise there would be no 
use for managers of people’s savings or 
loaners of people’s deposits. And without 
public sympathy for and understanding of 
the vital role of profits, there would be no 
private enterprise. And without private en- 
terprise there would be no private banking 
or trust services. We might, of course, do 
like the Soviets and become wards or col- 
lectors of the State. A good politician can 
enjoy that, but for a man of any individual- 
ity (which Americans have been noted for) 
it doesn’t offer much future. 

As to the people who are interested in 
getting a touchdown for the Private Enter- 
prise Team of employee, employer and 
stockholder, perhaps our first step is to do 
what we can — each in his own circle and 
community — to know our present economic 
Allies and do our best to make more by 
knowing about the benefits of private en- 
terprise to each member of the team. 








Dos lon 
Fund, 


Massachusetts 


Investors 


“Trust 


Write for prospectus relating to the shares 
of either of these investment funds, each 
of which is managed independently of the 
other by a different management group. 


VANCE, SANDERS & COMPANY 
111 DEVONSHIRE STREET 
BOSTON 


NEW YORK 
61 Broadway 


CHICAGO 
120 South LaSalle Street 


LOS ANGELES 
210 West Seventh Street 





The Chase offers trust officers and others 
acting in fiduciary capacities a well 
rounded service in this type of invest- 


ment. Inquiries will receive the per- 


sonal attention of experienced officers. 


Bond Department 


THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 





TRUSTS and ESTATES—December 1945 


EE Ie eer ee 


i 
“ 


i~ 
4 


‘) 
aa 


- 


“2 
= 
=H 

“ 
oot A 


Guaranty Trust Company 
of New York 


Affording its banking customers 
exceptional service in every phase 


of correspondent relationships. 


Capital Funds, $310,000,000 


140 BROADWAY 
New York 15 


FIFTH AVE. AT 44TH ST. MADISON AVE. AT 60TH ST. 
New York 18 New York 21 


LONDON PARIS BRUSSELS 


Member Federal Deposit Insurance Corporation 





N the current wage controversy major 
| eatin is being placed upon ability to 
pay. Steel workers and automobile workers, 
for example, have presented extensive stud- 
ies to demonstrate this point; it is reflected 
in the UAW assertions that wages can be 
increased without raising prices. This abil- 
ity to pay argument has great plausibility 
and attractiveness to many people. It is very 
simple — in fact, it is too simple. In effect, 
they say, a company can afford to pay higher 
wages and hence these higher wages should 
be paid. Not too much attention is given to 
how much, if any, profits will remain after 
these wages are paid. Close analysis shows 
that the following points must be considered 
in connection with any such argument: 


Unrealized Profits Base 


1. Is the emphasis placed upon wartime 
or post-war profits? In many cases it is war- 
time profits which are cited as evidence of 
ability to pay higher post-war wages. For 
example, the United Steel Workers of Amer- 
ica, in support of their wage demands, have 
prepared a pamphlet entitled “Five Years of 
War Profits — 1940-1944 Compared to Five 
Years’ Peacetime Profits — 1935-1939.” 
However, wartime profits provide no cri- 
terion of ability to pay higher wages now. 
Those profits reflected the enormous expan- 
sion in volume of production during the war. 
Since V-J Day, war orders have been cut 
back substantially. In fact, OWMR Director 
Snyder has announced that war output in 
December will only be about 10% of manu- 
factured activity, with further declines 
scheduled early next year. The virtual dis- 
appearance of war orders is already reflected 
in declining profits. For the third quarter 
this year, the National City Bank compila- 
tion of manufacturing profits shows a de- 
cline of more than 10% in net income after 
taxes as compared with the year earlier. So 
many uncertainties beset the immediate fu- 
ture that it is virtually impossible to deter- 
mine what costs’will be and hence the vol- 
ume of profits for next year. Excessive wage 
increases based upon the quicksands of fu- 
ture projections of past abnormal conditions 
can lead to serious losses, and hence to an 
impairment of the incentive to produce. 
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THE FALLACIOUS WAGE—PROFIT FORMULA 


Results of ‘‘ Ability to Pay”’ Base for Wage Increases 


Uniform Pay Inconsistency 


2. The demand for higher wages based 
upon ability to pay is inconsistent with an- 
other demand being made by labor, namely, 
uniform wages for the same job. Since com- 
panies differ sharply in their profitability, 
it is clear that uniform wages based upon 
the most profitable company’s experience in 
an industry — or even on an over-all aver- 
age — will mean serious losses to other com- 
panies. It is improbable, for example, that 
auto workers would be willing to accept low- 
er wages from the smaller companies than 
can be obtained from the largest units in the 
industry. You can’t have it both ways. 
Either a company pays the same wages as 
its competitors, in which case the market 
determines the level of the payments, ‘or 
each company pays different wage scales de- 
pending upon its own ability to pay. 


Profitability and Prices Paid 


3. If a company should pay higher wages. 
because it is in a better earnings position 
than its competitors, the question can be 
raised as to why this company should not 
also pay higher freight rates, or more for 
raw materials, than its competitors pay. It is 
when this type of analogy is drawn, that the 
real absurdity of the current proposals is 
revealed. Imagine food being sold at a price 
based on how much income each customer 
made. The fact is that firms vary in effi- 





Net Profits After Income Taxes of 1000 
Large Manufacturing Corporations 
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ciency and in their profit making ability. 
Those in a better position make more money, 
others make less. If an attempt is made to 
equalize these profits on the ability to pay 
theory, then there will be a reduction in the 
incentive to adopt measures to increase 
profits. If this takes place, the wheels of 
progress will stop. If the efficient and suc- 
cessful firm cannot keep its differential, 
what incentive will it have to adopt meas- 
ures which will widen that differential — 
and give more employment or better wages? 
It may be noted that the long term increase 
in wages and living standards in this coun- 
try has flowed from attempts to cut costs 
through new technological developments so 
that profits can be increased, hours of work 
decreased. 


A One-Sided Privilege 


4. If workers in the profitable firms are 
to share in these profits, does that mean 
that workers in the unprofitable companies 
shall share the losses by taking a wage cut? 
Yet, if the ability to pay argument is to be 
taken seriously, isn’t this the implication? 
Or is it intended that ability to pay shall be 
a one way argument? That this is not an un- 
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conservative 
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since 1886 


FIDELITY TRUST COMPANY 
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important problem is indicated by the fact 
that before the war half of the firms report- 
ed losses, and these firms accounted for more 
than one sixth of the total national volume 
of the sales. 


Pre-War Profits Inadequate 


5. The adequacy of profits as a measure 
of ability to pay is usually claimed by com- 
paring wartime profits with those in the pe- 
riod of 1936-1939. Profits in excess of those 
in that pre-war period do not prove ability 
to pay higher wages. The 1936-1939 profits 
were inadequate. The average in those years 
was $4,500,000,000 as compared with $8,- 
300,000,000 in the period 1926-1929. The un- 
satisfactory nature of the 1936-1939 period 
is reflected in the fact that we had an aver- 
age of 8,000,000 unemployed and consumer 
spending and savings were lower than in the 
1920’s. In this connection too, it should be 
noted that straight time wages already are 
more than 40% higher than in the 1936-1939 
period. However, increases in wage rates 
out of profits exceeding the 1936-1939 level 
would increase further the disparity be- 
tween wages and profits. 


Productivity the Source of Higher Wages 


Fundamentally, higher wages depend up- 
on greater productivity. As industry has in- 
troduced new machines and new managerial 
“know-how,” the output per man-hour of 
workers has expanded considerably. The re- 
sult has been higher wages, lower prices and 
greater profits. It is increased productivity 
which is the bridge of hope to the promised 
land of higher wages. Until this bridge is 
created, higher wages will mean higher 
prices with the consequent inflationary 
spiral that would be set in motion. 

JULES BACKMAN 


GUARANTEED ANNUAL WAGE 


The American Management Association has 
published a very useful compilation entitled 
“Annual Wages and Employment Stabilization 
Technique” which will be available for distrib- 
ution January 1, 1946 (price $2.25). The re- 
port examines the different types of plans 
which have been used in setting up annual 
wages, the various factors to be considered in 
setting up such a plan, the difficulties faced, 
and the benefits derived. In addition, various 
techniques to stabilize employment are exam- 
ined, including personnel practices, production 
techniques, producing for inventory, changing 
customers’ buying habits, etc. 





= the transfer and collection of funds, 
for banking services of any sort, for efficient 
trust management, for brokerage clearance 
services, for Pension or Profit-Sharing 
Trusts, for financial information in general 
and for Philadelphia information in 
particular . . . rely as others do on this 


Bank and its 79 years of experience. 


Fidelity-Philadelphia Trust Company 
Organized 1866 


135 South Broad Street, Philadelphia 9, Pa. 
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Member Federal Reserve System @ Member Federal Deposit Insurance Corporation 
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In Selling 


LARGE BLOCKS OF SECURITIES 


Experience Counts 


Determining the best method of selling large blocks of outstanding securities without 
adversely affecting the market during the operation is an important function of our 


business. 


In deciding whether to follow the normal procedure of selling on the exchange 
where the security is listed, or by private placement, or by Secondary or Special Offer- 
ings, the firm of Smith, Barney & Co. brings to the problem the real advantage of 


broad experience. 


Typical of the many large blocks of preferred or common stocks which we have 
distributed in recent years were those of the following important corporations: 


Aluminum Company of America 
The American Tobacco Company 
Armstrong Cork Company 

The Atlantic Refining Company 
The Chase National Bank 


The Chesapeake and Ohio Railway Co. 


Consolidated Edison Co. of N. Y., Inc. 
The Dow Chemical Company 

E. I. duPont de Nemours & Company 
Eastman Kodak Company 

General Electric Company 

Great Atlantic & Pacific Tea Co. 
Great Northern Railway Company 
Hercules Powder Company 

The Hoover Company 

Kennecott Copper Corporation 
Liggett & Myers Tobacco Company 


R. H. Macy & Co., Inc. 

J. P. Morgan & Co. Incorporated 
National Biscuit Company 

Norfolk and Western Railway Co. 

The North Americana Company 

Phelps Dodge Corporation 
Philadelphia Electric Company 

Philco Corporation 

Pittsburgh & Lake Erie R.R. 

Reading Company 

The Standard Oil Co. (Ohio) 

The Superheater Company 

Swift & Company 

Swift International 

The Timken-Detroit Axle Company 
The Youngstown Sheet & Tube Company 
The Youngstown Steel Door Company 


In the placement of these securities we have had the cooperation of hundreds of 


dealers throughout the country. 


If you, as an individual or corporate trustee, an owner of securities yourself, or the 


manager of the funds of others, have the problem of disposing of a large block of 
stock, we would be glad to have you discuss it with us. 


SMITH, BARNEY & CO. 


Members New York Stock Exchange 
14 WALL STREET, NEW YORK 5 
522 FIFTH AVENUE, NEW YORK 


PHILADELPHIA CHICAGO 





PURCHASING POWER OF THE DOLLAR 


rq HE rise in prices during the war years 

has resulted in a decline in the purchas- 
ing power of fixed incomes that will be diffi- 
cult to recoup in any degree. The accompany- 
ing chart shows the changes in the purchas- 
ing power of money from 1860 to date. The 
large declines which accompanied the sharp 
price inflations of the Civil War and World 
War I are clearly apparent. Our success in 
holding the price line relatively stable dur- 
ing the recent war has made it possible, thus 
far, to avoid a decline in the value of our 
money comparable to that which took place 
in the earlier conflicts. Examination of this 
chart reveals another interesting point, 
namely, that the purchasing power of the 
dollar at the present time is about the same 
as it was during the middle 20’s. 

It is often the same people who complain 
about the present level of prices and the 
shrunken purchasing power of the dollar, 
who widely applauded “reflation” objectives 
of the New Deal in the early ’30’s. It will be 
recalled that President Roosevelt announced 
in 1933 that, in order to help solve our eco- 
nomic ills, he was undertaking measures in- 
cluding depreciation of the dollar to raise 
the price level up to the average prevailing 
in 1926. During the war the wholesale price 
index has averaged about five per cent above 
the 1926 level and the cost of living about 
four per cent above that level. The high 
prices about which complaints are heard are 
just about in line with those set up as a na- 
tional objective a decade ago. 

Those who receive fixed incomes have 
found their ability to buy sharply reduced 
both in necessaries and luxuries. One of the 
most important problems we face today is 


(1926 Equais 1.00)- ~-- 
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how much further the purchasing power of 
the dollar will decline. Already we have in 
our economic system the basic ingredients 
for a further sharp increase in prices. If the 
current demands of labor for a general 30 
per cent increase in wage rates and the de- 
mands by the farm groups for a similar in- 
crease in parity prices are granted, the 
pressures for price rises will be seriously 
aggravated and a further sharp deteriora- 
tion in the purchasing power of the dollar 
will be unavoidable. 


Trust officers, charged with the responsi- 
bility for handling estates which yield fixed 
incomes, must be seriously concerned with 
this possibility in their new business, estate 
planning and investment policies. Certainly 
the people who must live on fixed incomes 
can ill afford a further increase in prices. 
If the labor and farm requests are granted, 
this group must realistically face the fact 
that its living standards will be cut in order 
to improve those of the other two groups or 
use up the principal if the instrument per- 
mits. In light of the favorable situation in 
which workers and farmers found them- 
selves during the war, efforts further to im- 
prove their status will aggravate the already 
serious inequities that have developed. 


“Private enterprise is more desirable than 
any of the presently advocated isms of foreign 
berth. Nevertheless, we do not regard it is 
being so sacred as to make it sacrilegious to 
point out some of its very obvious defects. It 
looks better, I think, without its halo.” 


L. E. KELLER, Brotherhood of Maintenance Em; 
ployees, in testimony before Subcommittee on “Full 
Employment”’ bill. 


Fluctuations in Purchasing 
Power of Dollar as repre- 
sented in terms of composite 
Index of Wholesale Commod- 
ity Prices (United States 
Bureau of Labor Statistics). 


1940 19 50 


From “Brevits”’ 
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MANAGEMENT'S OWN DELUSION 


F the leaders of industry are to do an ef- 

fective, and therefore well-rounded job 
of correcting public misunderstandings 
about private enterprise — its profits, its 
capital and its benefits — it is going to have 
to start by correcting some misapprehen- 
sions of its own. One relates to the place of 
the printed word and of newspapers and pe- 
riodicals. 

The statement is frequently heard that 
“There is no way of creating understanding 
as effective as that where people meet to- 
gether and exchange views.” With that per- 
haps none can differ, though even here we 
may find the moving picture becoming a 
force of great economic importance. But it 
should be remembered that one reason this 
interchange is effective is because many 
opinions have been formed on the basis of 
facts, figures, illustrations and discussions 
which the more intelligent, usually the more 
respected leaders of thought, have formed 
from the printed word. 
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Thus it is not correct to say, as some in- 
dustrialists and financiers have recently, 
that “Newspaper space can be bought and 
filled with print to very little avail,” because 
the readers are mainly in agreement already. 
That is certainly true of statements or ad- 
vertisements which simply state a belief or 
conclusion without giving any supporting 
evidence or illustration. But it is far from 
true where new facts are shown or where old 
facts are shown in their relationship to per- 
tinent, though oft neglected factors. 

In short, the process of education is never- 
ending. Even the smartest man in his line 
has need for seeing the broader relation- 
ships of his work in the company, of his 
company with the industry, of the industry 
with the nation. When such knowledge is 
universal then it will be true that the print- 
ed word, the newspaper and the business 
journal have no place in changing opinions 
or adding to truth. As yet, there are enough 
misconceptions on the part of management 
alone to fill many a worthwhile page and ad. 
And that applies to editors as much as it 
does to employers. 

Someone has well said that most adults 
do not continue to learn, they simply rear- 
range their prejudices. That is a constant 
process, and the best we can do is use each 
tool of honest information in the way it is 
meant to be used. Not many people would 
admit, like Will Rogers, that “All I know is 
what I see in the papers.” They form most 
attitudes from personal experiences and 
contacts — usually generalizing on the basis 
of isolated cases. 

The press has, since the Renaissance, been 
a prime mover, however, in guiding the in- 
quiring mind and tempering generalities to 
the facts. Effectiveness of the printed word 
has been diluted or nullified by suspicion 
breeding propaganda, by high-faluting or 
technical phrases. But that is a fault of the 
spokesman, not of the medium. The Press can 
only magnify the speaker’s vice or virtue. 


0 


“If any manufacturer says I do not care 
what the common mass of the people think 
about my business, whether it be popular or 
unpopular with them, that man is a liability to 
all industry. No major industry has any moral 
right to allow itself to be unexplained, misun- 
derstood or publicly distrusted; for by its’ un- 
popularity it poisons the pond in which we all 
must fish.—Bruce Barton. 





MISLEADING STATISTICS ON WAGES 


ABOR organizations have been insisting 
that “inflated profits” prove that wage 
rates can be increased considerably without 
the need for raising prices. To establish this 
case they have alleged the existence of “hid- 
den” profits, tax rebates, and similar fac- 
tors. In general a grossly exaggerated pic- 
ture of ability to pay has been presented. 
The Saturday Evening Post, however, has 
published an article which understates con- 
siderably the relative ability of industry to 
pay higher wages. According to the author 
of the article, “Even if we distributed all 
business profits to labor, wages would only 
be increased by less than 4 per cent as 
against the 30 per cent increase demanded 
by the unions.” 

This conclusion was based upon an an- 
alysis of all incorporated business in 1944. 
The author has taken the total income and 
deducted the money paid to people outside 
of the business, including the Government. 
After doing this, he ends up with what is 
called the “wage and profit dollar” of which 
labor obtained 92 cents, while 3.5 cents went 
to profits. It is on the basis of these figures 
that he draws the conclusion just cited. 

The basic reason why this picture is 
wrong is the assumption that taxes repre- 
sent a fixed cost, when in fact such taxes 
are determined only after all expenses are 
considered. The actual picture in 1944 was 
as follows: 


$112,800,000,000 
24,900,000,000 
9,900,000,000 


On the basis of this table, if salaries and 
wages and earnings before taxes are com- 
bined, the total is $137,700,000,000. On this 
basis, theoretically, an average increase of 
about 20 per cent in wages would have been 
possible before completely wiping out prof- 
its. 

However, this entire approach to the prob- 
lem is meaningless, the more so when the 
1944 figures are used. These 1944 figures are 
misleading because earnings before taxes 
reflected the huge wartime volume, which 
already has largely disappeared. And no one 
knows what results will be achieved under 
present cost-price relationships. 

Organized labor has consistently distorted 
the figures it uses in presenting its story for 
higher wages. We have frequently debunked 


Wages and salaries 
Earnings before taxes 
Earnings after taxes 


their assumptions. But’no purpose is served 
by presenting a distorted picture for the 
other side of the table. The facts must be 
examined as they are, not as either side in 
this controversy would like to see them. Only 
by a balanced presentation of the facts and 
equities in this-very delicate labor-manage- 
ment situation, can a healthy foundation be 
created for sound labor relations in the fu- 
ture. 
—_———0 


Corporate Accounting Principles 


A study by the Research Department of the 
American Institute of Accountants notes con- 
servatism in the statement of income, and a 
tendency to restrict narrowly charges to earn- 
ed surplus. The result of emphasis upon the 
income statement is a tendency to regard the 
balance-sheet as the connecting link between 
successive income statements and as the vehi- 
cle for the distribution of charges and credits 
between them. It cautions, however, that the 
balance-sheet has significant uses of its own 
The study discusses income realization and. re- 
porting and asset valuation principles. 
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WAR BUSINESS AS USUAL 


OTAL industrial output has declined 

sharply since the end of the war. The 
Federal Reserve Board index of industrial 
production which was 210 (1935-39—100) 
in July has dropped to 164 in October. The 
sharpest decline has naturally taken place in 
production of durable goods (mainly war 
goods) in which the index fell more than a 
third from 293 to 192. Non-durable goods 
production largely reflecting the output of 
peacetime goods has declined only 5%. These 
data reflect the inevitable changes in the 
pattern of production in the period ahead. 
Special studies by the U. S. Employment 
Service and other agencies, however, have 
indicated a reluctance on the part of many 
workers to accept the reality of this change 
in the nature of production. 


The high wartime wages in the durable 
goods industries are being replaced by lower 
paying job opportunities in the more usual 
civilian products industries. The result has 
been the paradox of large numbers of per- 
sons receiving unemployment compensation 
while equally large numbers of jobs are go- 
ing unfilled. Throughout many sectors of the 
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national scene it has been apparent that the 
psychology of “wartime business as usual” 
has been impeding reconversion. It is re- 
flected in the excessive demands of the 
unions for a 30% wage increase. It is re- 
flected in the demands of those who would 
have the government continue to exercise 
comprehensive economic controls. It is re- 
flected in the demands for continued gov- 
ernment deficit spending, subsidies, public 
works and related projects. It is reflected in 
the many demands that a paternalistic gov- 
ernment should continue to “take care” of 
all the problems of its citizens. 


During the war many of these actions 
were essential to achieve the single and 
paramount objective of mobilizing our econ- 
omy for war production. But the justifica- 
tion for such measures as instrumentalities 
of national survival is no longer present. 
Now we face the hard realities of a peace- 
time economy with its diversified objectives 
and its inevitable readjustments from the 
wartime abnormal. The sharp drop in total 
output noted above is one manifestation of 
this change. All groups — labor, manage- 
ment, farmers, government, and the invest- 
or must readjust their thinking to meet 
our present problems. 
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Corporate ‘Trustee 


When you desire a Boston institution 
to serve as corporate trustee, transfer 
agent or registrar, the Shawmut Bank 
is particularly well-qualified to serve 
you. We invite your inquiry. 


TRUST DEPARTMENT 


National 


Shawmut Bank 


4o Water Street, Boston 
Member Federal Deposit Insurance Corporation 
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TOOLS—THE CAPITAL OF CAPITALISM 


Their Role and Values in Corporate Productivity 


One of series in Trusts and Estates’ Study of “Public Reporting by Private Enterprise” 


OPULAR knowledge of the “dismal 

science” does not come from the ponder- 
ous tomes of Smith, Ricardo, Marx, Mar- 
shall or Keynes but from the more common 
on-the-spot news and reports of practical 
economics in action. The man on the street 
gets his economic delusions or his facts 
from the tirades of a political demagog and 
the speeches and press releases of a “labor” 
agitator or a “business” fanatic — or from 
the careful news and reports prepared by 
more objective commentators. Thus it is 
that the story' of a corporation as told in 
its annual report must become a public text 
— a handbook — which explains to its read- 
ers the operation and significance of private 
capitalism in a modern economic society. 

Man discounts the commonplace. To a 

Robinson Crusoe an ax, a hand cultivator, 
or a boat and net would not be misinter- 
preted. However, in a modern society the 
importance of tools as the requisite of an 
industrial economy is frequently overlooked. 
They have lost their personality in the dol- 
lar category “Plant & Equipment.” The 
emphasis upon the financial aspects of mod- 
ern capitalistic production makes all the 
more difficult a popular understanding and 
evaluation of the role that corporate assets 
play in determining both the amount and 
the distribution of the benefits arising from 
corporate opera- 
tions.- 


An Evaluation 


From the _ stand- 
point of financial 
statements, assets 
represent the invest- 
ments that owners 
and others have 
made in the enter- 
prise. Such invest- 
ments. ordinarily 
take the form of 
credit funds which 
when received are in 
part kept to provide 
the working funds 
of the enterprise and 
in part are used to 
acquire the produc- 


From 1944 Annual Report, Thompson Products, Inc. 


tive facilities which become the capital tools 
made available to workers hired to produce 
the goods or services offered for sale to cus- 
tomers. 

In a broad sense, the entire asset invest- 
ment measures an evaluation of the tools 
provided by the enterprise. Their impor- 
tance to the persons concerned with the 
corporation, employees, stockholders, cus- - 
tomers, and society generally is of essential 
significance. 

To employees, tools furnish the opportun- 
ity for more productive work and hence 
greater wages with shorter hours or less 
strenuous physical effort. 

To stockholders, tools provide a means of 
production and create the revenues out of 
which they may be reimbursed for their in- 
vestment® and compensated for their saving 
and for their assumption of the hazard of 
losses. 


Personalize the “Plant” 


To customers, tools offer the better and 
less expensive products made possible by 
more efficient production. Society’s interest 
in the tools of an enterprise lies in their im- 
portance to employees, stockholders, et al., 
and as a means of measuring assessments to 
be collected as tax charges to defray the 
cost of government. 

Because of this 
wide significance of 
investments in cor- 
porate assets, par- 
ticularly invest- 
ments’ represented 
by productive facili- 
ties, a corporate re- 
port may properly 


See “The Modern Corpo- 
rate Report,” Trusts and 
Estates, August, 1945. 

2See “‘Profits from Public 
Service,” Trusts and Es- 
tates, November, 1945. 

®The most commonly mis- 
understood procedures of 
modern accounting are 
those used to reflect this 
fact in the charges made 
and reserves provided to re- 
flect the depreciation and 
obsolescence of productive 
facilities. 
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emphasize the translation of the corporate 
financial data relative to those tools into 
terms more suggestive of their nature and 
of their importance to the persons who are 
the corporate owners, the corporate employ- 
ees, and the public. 

As captions on the corporate balance 
sheet, Plant, Machinery and Equipment, 
etc., do not completely explain the nature of 
such productive facilities, nor do the dollar 
amounts reported suggest the physical mag- 
nitude of those complex products of science 
and engineering which are the tools of mod- 
ern industry. Customary accounting terms 
take too much imagination for granted. 


A report upon the nature, extent and 
growth of the corporate investment of tools 
would better use those techniques which per- 
mit the reader to visualize the mechanized 
nature of modern production and to compre- 
hend, in relation to facts in his own expe- 
rience, the magnitude of modern productive 
facilities. How is the stockholder, employee, 
consumer or voter to know the value of this 
machinery to him? 


Present day corporate reports effectively 
use photographs,* maps,*® and drawings® for 
this purpose. Photographs and drawings, 
when used to portray tools in action, may 
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“Machines especially designed for each job 
make operations easy, pleasant, foolproof.” 
1944 Annual Report, Ryan Aeronautical Co. 





graphically illustrate that man + tools — 
products; that labor and capital create the 
benefits of a modern society. 

Maps and pictures may provide other ef- 
fective reader comparisons. With them, and 
with his knowledge of the cost of a home, an 
auto or a tractor, a reader may be aided in 
an evaluation of the magnitude of the corpo- 
rate investment in productive facilities. 
That this investment can be made possible 
only by the pooling of the funds of many 
owners may be an inescapable conclusion. 


Facilities — Not Dollars 


The growth of corporate investment in 
tools also must be reported and explained. 
Again it is not only the amount of the dol- 
lar investment which is of importance but 
the meaning of that growth in terms of pro- 
ductive facilities — the floor space, the out- 
put capacity, or the number of new ma- 
chines. Text,’ tables,* charts and graphs 


*The Youngstown Sheet and Tube Company’s 
pamphlet “Improvements and Progress’ presents “a 
visual review of the program of plant expansion and 
improvement.” See also the effective use of photo- 
graphs in the annual reports of Thompson Products, 
Ine., Seiberling Rubber Co. and. many others. 

‘Note the “‘“General System Map”’ in the annual re- 
port of the Southern Natural Gas Company, and the 
reports of the Northern States Power Company, the 
Standard Oil Company of California, General Mills, 
Inc., ete. 

®See the Wickwire Spencer Steel Co., American Op- 
tical Company, United Gas Corporation, and other re- 
ports. 

7See the comments in the reports of Westinghouse 
Electric and Manufacturing Company, Western Union 
Telegraph Company, Thompson Products, Inc., ete. 

SNote the section ‘“‘Growth of the System, 1936-1944” 
in the Southern Natural Gas Company report. The 
growth in dollar investment is shown by Spencer Kel- 
logg and Sons, Inc.,. Tubize Rayon Corporation and 
many others. 





EXCESS OF CAPITAL EXPENDITURES OVER DEPRECIATION, DEPLETION, 
AMORTIZATION AND RETIREMENTS 
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From 1944 Annual Report, Standard Oil Co. of N. J. 


are now effectively used to draw this pic- 
ture.® 


And the increase in corporate tools has 
another aspect. The funds which have been 
used to acquire the new facilities may have 
been obtained from creditors, from owners 
investing to create new capital shares, or 
from the corporate income which has been 
withheld or saved for the corporation’s own- 
ers. An explanation of the increase in tools 
in these terms can provide a significant ex- 
position of the economics of corporate oper- 
ation in respect to borrowing, share in- 
crease, and the nature of corporate income, 
surplus, reserves and dividends.!° 


Reports to suggest the significance of 
corporate tools must in an effective fashion 
show the importance of the relationships of 
those productive facilities to the persons 
concerned with the existence and the activi- 
ties of the corporate enterprise. Here too, 
the more graphic reports are those which 
translate financial data into more commonly 
understandable terms so that their economic 
interpretation is facilitated. 


Related to Productivity 


To the employee, the corporate tools are 
important only as a means of providing an 
opportunity to work more productively. As 
his productivity, and hence his wages, are. 
affected by the nature and the quantity of 
the tools furnished him, a report of his 
share of the corporate tools is significant 
and revealing. Charts, graphs, or tables! 
which display the dollar investment per em- 
ployee or statements which explain his share 
of the capacity, horsepower, etc., used make 
effective reports — particularly when they 
permit a comparison of the share of those 
tools furnished him through the years. Re- 
ports of the growth of investments in tools 
may be used to suggest the importance of 


"See “Peace and War. Production and Floor Space” 
in the report of the Stromberg Carlson Company and 
the “Trend of Assets and Liabilities — 1934-1944” 
chart of Hiram Walker-Gooderham & Worts, Ltd. 

See Standard Oil’s (N. J.) chart of “Excess of 
Capital Expenditures Over Depreciation, Depletion, 
Amortization and Retirements.” 

The Tubize Rayon Corporation reports 
Investment Per Employee” for the years 1939-1944. 
DuPont reports “Operative Investment Per Employee” 
for the 1925-1944 period. 


“Gross Plant 
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From 1944 Annual Report, Caterpillar Tractor Co. 





corporate facilities by providing opportuni- 
ties for more jobs and more productivity 
for the company’s employees or the demand 
for the products of the workers and the tools 
of other companies which have supplied 
these new facilities.'* 

Modern corporate reports frequently pro- 
vide the stockholder with an interpretation 
of his share in the corporation’s investment 
in tools. While such statements usually re- 
late the total dollar investment to the num- 
ber of shares of corporate stock, similar 
statements in other terms — space, capacity, 
horsepower, etc. — may be effectively used. 
The explanations which reveal the stock- 
holder’s part in providing the funds neces- 
sary for the growth in the corporate invest- 
ment in new tools are-also explanations of 
corporate operations, of financial plans and 
dividend policies. 


Note the appended excerpts from reports which 
suggest the broad importance of productive facilities. 
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From the social view, all reports which 
reveal improvements in products, greater 
output, higher wages, and larger corporate 
incomes reflect the basic importance of the 
corporate tools and suggest the benefits of 
industrial capitalism. This broad public sig- 
nificance may also be suggested by tables, 
charts, and maps showing the location of 
the company’s facilities and the number of 
persons employed in total or by areas, the 
customer-market areas or types served, the 
residence of the corporate stockholders and 
the amount of taxes levied upon the corpo- 
rate tools which were paid to various state 
governments. Such data are useful to reveal 
the nation’s close commercial ties and the 
importance of modern economic intregation. 


In all of this area of investment, produc- 
tive facilities, or tools, the corporate report 
cannot avoid being used as a text book from 
whose chapters the public will learn the les- 
sons of the role and values of capital. To the 
extent that those chapters explain carefully 
and completely the importance of tools in a 
modern industrial society, the public will 
have facts rather than delusions to serve it 
in its judgment of private capitalism. 


An Excellent Report 


HE importance of tools is emphasized 
in these comments from current annual 
reports: 


One little understood accounting term of 
American industry is that generally referred 
to as “Plant and Equipment” in the standard 
financial statement. Few people realize the 
amount of investment necessary in order that 
manufacturing industry can give jobs and pro- 
duce goods for the consuming public. An orig- 
inal investment of $2,000 in plant and machin- 
ery is necessary for every employee in the 
Company. That means that someone invests 
$2,000 of personal savings before there is a 
job at Sunshine. But bricks and stones, and 
even the most modern machinery standing, 
still do not make production opportunities. We 
must also invest large amounts in inventories 
of raw materials, flour, sugar, shortening, 
spices, in packaging materials, cartons, boxes, 
wrapping paper, in trucks and in a dozen 
and one items necessary in modern industrial 
plants before a single wheel can turn or a 
single biscuit can enter the bakery oven. 


It takes an investment of almost $3,000 of 
savings on the part of a Sunshine stockholder 
before the Company can give a Sunshine work- 
er productive employment, and it takes an 
investment of an additional $1,000 cash and 
accounts receivable to keep him at work. Thus, 
when a new employee starts his career as a 





member of the Sunshine organization, 
machines, equipment, materials and comfort- 
able working quarters are ready for him. But 
before that, many, many hours of planning, 
of working, of saving have preceded. The 
“Help Wanted” sign outside our plant may be 
the first step in a new job for the worker, but 
it is the last of a long series of carefully 
planned steps by investor and by management 
to make that job possible. 


The opportunity of employment and of a 
career at Sunshine is therefore protected, year 
after year, by adding to the working funds and 
reserves of the Company. American industry 
has grown because American businessmen have 
had the foresight to “plow back” into the bus- 
iness as reserves a part of the earnings each 
year. That is an investment in America’s fu- 
ture. And we at Sunshine have. steadily added 
to this investment because of our faith in the 
future of our Country and of Sunshine. This 
constitutes the greatest assurance that an em- 
ployee can have of continual employment in 
American industry. Our Company had more 
than $1,500 invested in the future for every 
Sunshine worker on the payroll at the end of 
1944. — Loose-Wiles Biscuit Co. 


Improvements from Better Plant 


“A total of $1,256,014 was expended in 1944 
for buildings, machinery and equipment. The 
quantity of product required has necessitated 
continuous operation of manufacturing facil- 
ities under conditions which have subjected 
them to abnormally rapid deterioration. To 
replace machines worn out through constant 
use and provide a more efficient and highly 
productive manufacturing facility, a replace- 
ment and modernization program is being de- 
veloped which, it is estimated, may cost ap- 
proximately $7,000,000. Not only will this pro- 
gram enable the Company to carry on more 
effectively the production of machines for the 
armed forces, but it will enable the Company 
to produce more advantageously for regular 
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customers in the years following the end of 
the war.’ — Caterpillar Tractor Co. 


These material increases in efficiency and 
production would not have been possible with- 
out the large capital expenditures made in 
1944 for the development of coal reserves, 
mining equipment, and power. In _ 1944 
961,000 tons, or 25 per cent, of the total deep 
mine production of your Company came from 
coal reserves developed and mechanized since 
Pearl Harbor. The results to date from the 
partial completion of the improvement pro- 
gram approved in 1942 for the development 
and mechanization of your Company’s coal 
reserves have made our record of war-time 
production possible. — West Virginia Coal & 
Coke Corporation. 


U. S. Steel continued as far as possible dur- 
ing the year to improve its equipment, methods 
and processes for the efficient and low-cost 
manufacture of products of a character and 
quality to meet the constantly changing needs 
for steel. Rebuilding and replacement of coke 
ovens in the Pittsburgh and Cleveland areas 
were authorized. Further improvement of raw 
material facilities, including coal cleaning 
and blending plants, and coal chemical recov- 
ery units, is under way. — United States Steel 
Corporation. 


During the year your Company completed at 
Marcus Hook a new four-unit Aviation Lubri- 
cating Oil Plant, at a cost of $7,900,000, and 
two Thermofor Catalytic Cracking units for 
production of aviation gasoline base stock, at 
a cost of $4,600,000. These expenditures 
brought to $31,000,000 the amount of money 
invested by your Company in refinery facil- 
ities in furtherance of the war effort. — Sun 
Oil Company. 


During the year the Company spent $7,934,- 
860 for new facilities to meet wartime. produc- 
tion requirements, and made an engineering 
survey of its 23 main plants and 35 District 
Manufacturing and Repair shops to determine 
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the magnitude of the reconversion problem re- 
quired to meet the post-war peace-time pro- 
duction. The survey showed that an immediate 
post-war expenditure of approximately $26,- 
000,000 would be necessary. 


When this program is completed the Com- 
pany will have approximately 15 per cent more 
floor space than before the war. It will have 
production capacity representing an increase 
of approximately 50 per cent. — Westinghouse 
Electric & Manufacturing Co. 


At Dec. 31, 1944 the Western Union Sys- 
tem comprised 236,593 miles of telegraph pole 
lines; 2,279,843. miles of wire, including the 
conductors in 5,276 miles of land cable; and 
30,343 nautical miles of ocean cable. At the 
same date the Western Union system had 
31,299 telegraph offices and agency stations. 
Including points reached by connecting car- 
riers, telephone or special delivery arrange- 
ments, Western Union’s service is available 
to about 70,000 places in the United States 
and Alaska, as well as to foreign countries. 
— The Western Union Telegraph Company. 


Relation to Earnings and Reserves 


The progress of a company is not always 
best judged by its earnings statement alone. 
This is particularly true of a unit of the Oil 
Industry, which requires large reserves of in- 
come to replace oil taken from the ground to 
meet the demand for more and better petro- 
leum products, and to provide protection 
against the uncertainties of the future. While 
in the eight years since the 1936 merger of 
the two subsidiaries into the Tide Water Asso- 
ciated Oil Company, this Company’s net in- 
come totaled $103,625,000, it expended $103,- 
525,000 in maintaining and increasing its 
petroleum reserves and $64,740,000 for refin- 
ing, transportation, and other facilities. This 
total of $168,265,000 exceeded by $38,562,000 
all sums set aside, out of the eight years’ 
earnings, for depreciation, depletion, amortiza- 
tion of investments, surrenders of leaseholds, 
dry hole expenses, and other capital reserves. 
This excess of capital expenditures over cap- 
ital reserves had to be provided out of the 
net income which otherwise would have been 
available for dividends, and for this reason 
the dividend payments on the common stock 
amounted to only 54% of net income. In other 
words, the total earnings are “free” earnings 
only to a limited degree inasmuch as part of 
them are required for maintaining the indis- 
pensable petroleum reserves and the process- 
ing and distributing facilities, and to reduce 
obligations ahead of the common stock so that 
the Company might be prepared for any post- 
war eventuality and to assure permanency in 
the payment of dividends. — Tide Water Asso- 
ciated Oil Co. 
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Benefits from Additions 


For the eight years beginning with 1937, 
capital expenditures made by the Company 
have totaled $82,449,000. During this same pe- 
riod, the internal operations of the Company 
have generated capital funds sufficient, after 
payment of common and preferred dividends, 
to finance 74% of the capital additions so 
made. Capital funds needed for the remaining 
capital expenditures and for additional work- 
ing capital to finance the very large growth in 
sales were derived from long-term obligations 
and through issuance of additional shares of 
common and preferred stocks. Investment in 
inventories had increased from $6,515,000 at 
the close of 1936 to $19,445,000 at the close of 
1944, while customers’ accounts receivable 
grew from $3,396,000 to $18,112,000 during the 
same period. — The Standard Oil Company, 
(Ohio). 

During 1944 all our companies spent $1,503,- 
987 for machinery, equipment and plant im- 
provement. We installed new machine tools at 
the Main Plant to raise our production of wa- 
ter pumps, piston pins, bolts and cylinder 
sleeves, and to turn out an improved type of 
piston. We greatly improved the cafeteria, 
locker room and dispensary facilities for em- 
ployees in the Cedar Avenue and Ashland 
Road buildings. 


In Detroit we finished a new personnel build- 
ing and put in modern machines for more ef- 
ficient production of tie rods, sockets, drag 
links and other parts. 

In Bell, California, we added 15,000 square 
feet of manufacturing space and $195,000 in 
machinery and equipment. We also bought sev- 
eral acres of adjoining land to improve proper- 
ty lines and facilitate deliveries and shipments. 

In our Service Division warehouses we in- 
stalled new equipment for rebuilding water 
pumps, reconditioning connecting rods, and 
speeding production and development work. 
— Thompson Products, Inc. 


Capital expenditures have exceeded the 
amount available from depreciation, depletion, 
etc., in each year except 1935. The additional 
amounts required to carry out the program 
came either from current earnings reinvested 
in the business, accumulated earned surplus, or 
from the proceeds of debentures issued by the 
Company. — Standard Oil Company (New 
Jersey). 


0 
Bank Assets 


Assets totalling $163,026,979,000 were held 
as of June 30, 1945, by all active banks in the 
United States and its possessions (excluding 
the Philippines), according to the report of 
the Comptroller of the Currency. Of this fig- 
ure $98,132,929,000 represented government 
and municipal obligations, direct or guaran- 
teed. 
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DRAMATIZING CORPORATE STATISTICS 
The Uses and Advantages of Graphics 


JOACHIM SILBERMANN 


The author is a partner of PICK-S, N. Y., a company specializing 


in the preparation of annual 


reports, 


with particular emphasis on 


dramatization of corporate reports in graphic form. He is an economist 
who was the foreign manager of Moody’s Investors Service, Ltd., of 
London and a representative of the London “Economist” and “The Finan- 
cial News.” He has studied at the London School of Economics in London, 


England.—Editor’s Note. 


Y law, the annual report must be pub- 

lished. This being the case, the informa- 
tion contained in this legally required pre- 
sentation can profitably be prepared in such 
a manner—and graphically illustrated to 
save space—that through its pages, it be- 
comes an effective and powerful link be- 
tween management and capital on the one 
hand and capital and labor on the other. 
Through its pages, the affairs of corpora- 
tions — large or small — are revealed not 
only to the stockholders, employees and 
workers, but to the general public. 

The annual report of a corporation, in 
which care has been taken to make it a pow- 
erful public relations medium, is perhaps 
one of the most effective weapons against 
misinformation. It should keep constantly 
before the public the real facts of the econ- 
omy of this country. 


No Place for Mysteries 


TS preparation, however, is not a simple 

matter and, in order to obtain an effective 
report, the very difficult problem of simpli- 
fying and dramatizing complicated corpo- 
rate statistics must be overcome. 

The annual report is no place for highly 
technical mysteries. The simplest balance 


sheet makes complicated reading for the 
average reader. There is a very pronounced 
tendency to shy away from reading or try- 
ing to analyze a statistical tabular presen- 
tation, except on the part of professional or 
institutional investors. It should be remem- 
bered that most stockholders and the lay 
public are not financial or statistical experts 
and therefore a simple, dramatic form of 
presentation must be found. 

Surveys have revealed that this has been 
accomplished to general satisfaction by 
means of pictorial graphic presentation. In 
fact, few things lend themselves as well to 
graphical illustration as the heretofore dry 
and uninteresting corporate statistics. For 
example, a five or ten-year graphic compari- 
son of sales is perhaps.as good guide as any 
to the financial success of a company. Not 


FROM 1945 REPORT OF 
DIANA STORES CORP. 


IN MILLIONS 
OF DOLLARS 


YEARS ENDED 
JULY 31 


UIANA 


Omitted from all 1945 com- 
pilations are sales and net 
income of Peggy Hale, Inc., 
Jor the six months prior 
to its purchase. These 
amounted to $1,793,910 
and $111,417, respectively 





444 


only can the absolute increase be easily un- 
derstood, but the trend over a period of 
years is immediately revealed. 


Getting Across the Key Points 


OING back five or ten years, and anal- 

yzing the reports of corporations, we 
find that they consist of the financial state- 
ments, a technical letter of transmittal to 
the stockholders and, too infrequently, or 
buried under a mass of text, some attempt 
to show the historical progress of the com- 
pany, through the reporting of pertinent 
statistics. This, as we pointed out, gener- 
ally confused and even irritated the reader, 
so that in the end, the report was ineffective 
and fulfilled only a legal obligation. 

Today, the modern annual report is made 
up of an attractive cover, enclosing a well- 
planned layout and an organization of the 
materials so as to arouse and sustain reader 
interest, to compete with promotion litera- 
ture which reaches him every day and which 
competes for the reader’s time. 

It is advisable that the report begin with 
a compilation of highlights in which a half 
dozen factors which pertain to the opera- 
tions of the year in review are emphasized 
and discussed briefly. These factors should 
be so selected as to represent the key points 
to be elaborated on in the body of the report. 


FROM ANNUAL REPORT OF 
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MILLIONS OF DOLLARS 
AS OF DECEMBER 31 


tag 
i sonia 
' 


62.63 | 
. peer 


= 
. = 7 


f 


a 


a= | 


a" 


_ 


rr 
i 
r 


oh ah ad ed en ed end) 


uuuantue 


[ 


Mrrrereece 
sEEbebbc Sah 


B ti 
ES aii 
Fa tt 


GRAPHIC BY PICK-S, H. ¥. 


TRUSTS and ESTATES—December 1945 


NAVY 


WHERE IT _ 


54% CENTS > a 


MATERIALS 
ano _ bee UJ 
mESS 


an : 
SALARIES DENDS SUPPLIES 


FROM ANNUAL REPORT OF 
GENERAL BRONZE CORPORATION 


Major Contents 


HE body of the report should then con- 

sist of a letter of transmittal from the 
chief executive of the company, written in 
simple, non-technical language and signed 
by him. It should sketch the progress of the 
company, with a review of the past and an 
appraisal of the future. This text should be 
illustrated at major points by dramatic 
graphics, highlighting the most important 
developments of the year under review. 

The body of the report should be amply 
illustrated by dramatic graphics, interesting 
maps and arresting action photographs. 
Great care should be taken in the layout and 
in the selection of readable typography. 

It might be of interest to point out some 
of the more important subjects in an annual 
report that lend themselves to graphical il- 
lustrations. There are first, those graphics 
which show trends, such as sales, taxes paid, 
wages paid, number of employees, annual 
wages per employee and net income. Then, 
there are comparisons, such as taxes per 
share of capital stock, taxes per dollar of 
operating revenue, the breakdown of the 
income dollar and a breakdown of the expen- 
diture dollar. 
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Reproductions below from Boston & Maine R. R. Employees Magazine, May 1945. 
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Visual Comparisons 


HERE is pertinence in a comparison of 

the rate of increased business in one 
field as compared with another; a compari- 
son of taxes and net earnings, and other sub- 
jects. A third group of graphical illustra- 
tions that, for almost any type of business, 
should be included in a modern annual re- 
port are maps, showing perhaps the geo- 
graphic location of plants, sources of raw 
materials, as well as offices. Finally, graphics 
showing results of research and post-war 
planning can often be very effective in show- 
ing increased efficiency through technologi- 
cal advancement and possibly an organiza- 
tion chart. 

Scattered over these pages, we have se- 
lected but a few samples among many inter- 
esting illustrations from annual reports of 
this year. Many more are worthy to be 
shown here. They are a far cry from the sta- 
tistical table and the dry compilation of 
facts of yesteryear. 

A word of caution might be added here. 
Whereas illustrations and color adds to the 
readability and acceptability of a report, we 
must bear in mind at all times that the an- 
nual report should not be a picture album, 
nor an elaborate multi-colored printing job. 
Both stockholders, employees and the pub- 
lic have criticized some corporations which 
have gone overboard on flashy, high-priced 
or lengthy presentation. 

Only somewhat more than one-third of all 
corporate reports can as yet really be clas- 
sified as modern (as determined through a 
national survey conducted by an independent 
board of experts). A good deal of thought- 
ful work remains to be done to develop this 
public relations asset so as best to serve the 
various types of stockholders as well as 
others — including the press — who see and 
comment or act upon its information. 





LAND TITLE 


BANK AND TRUST COMPANY 


(ta: @ © t Ps 6 A 


Broad and Chestnut + 517 Chestnut 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


TRUSTS and ESTATES—December 1945 


TOTAL WAGES PAID 
MILLIONS OF DOLLARS 


WAGES PER EMPLOYE- ANNUAL AVERAGE 
2587 
$1986 = 


FROM ANNUAL REPORT OF 
BALTIMORE and OHIO RAILROAD 





No One Best Way 


The conclusion of W. J. Barrett, assistant 
vice president of Metropolitan Life Insurance 
Co. in his article “Something New in Annual 
Reports” in the November Controller, is that 
while certain universal questions hold the stage 
of stockholder interest, there is no set pattern 
appropriate to all annual reports. He cites 
five questions for management to consider: 

For whom are we writing? 

What do we want of our Stockholders? 

What does the Stockholder want to know? 

What should we include? 

How should we present the material? 


An excellent caution to those who tend to 
wax expansive annually is that most stock- 
holders, like policyholders of an insurance com- 
pany, are busy making, their own living. Lest 
some phlegmatic executives take this too liter- 
ally, and as an excuse for minimum disclosure 
or dryness, Mr. Barrett’s remark is timely, that 
we are entering a new era of stockholder rela- 
tions, in which it is in the interest of manage- 
ment to tell the truth forcibly about some of 
the issues on which stockholders like the public 
generally, are dissatisfied or misinformed. 

He suggests that some accounting conven- 
tions do not serve this purpose, and that even 
where reports are written for stockholders 
alone, the group is usually heterogenious and 
numerous. Citing stockholder polls, he notes, 
for example, the wide interest in product devel- 
opments and future plans in the performance 
of directors, and in why more or less progress 
was made—items not amenable to legalistic or 
accounting terminology. 





FUNCTIONS OF CORPORATE PUBLIC RELATIONS 


In Relation to Bank-Trust Company Welfare 


EDWIN B. DOOLEY 
Director of Public Information, General Foods Corporation 


Industry and Banking have interests in common, and can profit from 
exchange of experiences, particularly in the field of relations with the 
public, as the ends are basically the same. Each has several publics: em- 
ployee, stockholder, customer, prospective customer, press, community. 
Mr. Dooley most effectively describes the ways and means of building the 
good-will on which both public sufferance and acceptance are built, with 
particular attention to the annual report and the mutual interest in pro- 
moting understanding of the values of private enterprise. In this he 
furthers the objectives cited by Allen Crawford in his September address 
before the Chicago Financial Advertisers Association.—Editor’s Note. 


UBLIC relations is not a nostrum or 


cure-all for corporate — or bank — ills. 
As a matter of fact, it is axiomatic in our 
business that unless a company can stand 
the full light of day, unless a complete ex- 
position of its functions will win friends, 
and the approval of the public, a public re- 
lations program is not in order and would 
literally be wasted effort. 

That implies that every phase of a com- 
pany’s activities must be examined critically 
for every possible defect, to the end that all 
discovered flaws and blemishes be removed 

. sources of criticism eliminated ... and 
any absences of full service and dedication 
to the public welfare, repaired, by inaugur- 
ating policies that will be acceptable, attrac- 
tive, and constructive. 


Annual Report as Vehicle 


Today, when capital is a subject in which 
virtually everyone is interested, when its 
very rights are being questioned in many 
quarters, it is only natural that stockholders 
feel they have an inherent right to know the 
full story of what is going on in a company, 
what its future plans are, what kind of man- 
agement it has, and what the outlook is for 
the company. 

By means of an intelligently planned and 
properly edited annual report, stockholders 
can get from the management a comprehen- 
sive picture of the company’s progress and 
development — of its earnings and divi- 
dend record and indication of prospects— 
of its research — the effect of taxes — pro- 
duction accomplishments — the amount of 


In address before 1945 annual convention, Financial 
Advertisers Assn. at Hot Springs, Va., Nov. 28. 


wages and salaries the kind of employe 
benefits — educational services on behalf of 
the public good — salaries of executives and 
the reasons for them — and distribution of 
ownership, etc. 7 


For years industry has been all too in- 
articulate for its own good. It has not told 
its story — the story of its total contribu- 
tion to the general public — to the welfare 
of the country as well as of the investors — 
often enough and effectively enough. 

The annual report provides a splendid op- 
portunity for certain businesses to show 
how they render specific service to the na- 
tion by constantly producing better products 
and services at lower prices, through an ef- 
ficiency that reconciles a low cost policy with 
the payment of high wages and the creation 
of more jobs. 


What Stockholder Thinks 


Another device used in recent years by 
large corporations who know the value of 
stockholder good will is the use of surveys 
to ascertain stockholder thinking. Through 
the medium of a questionnaire they learn 
what the company’s own shortcomings are, 
what the stockholder resents or dislikes, and 
what the company should do to make friends 
of the owners. 


Stockholders, I can assure you, are not 
interested only in dividends, surprising as 
that may seem, though admittedly, a divi- 
dend is one of the stockholders’ chief hob- 
bies. Studies have shown that, by and large, 
shareholders are broadminded enough to 
consider the long-range interest of the com- 
pany along with their own interest in im- 
mediate profits. 








Banks and Public Relations 


I know of no field of commercial endeavor 
where there is as much need for sound and 
practical public relations as in the business 
of finance. Until comparativey recent years, 
I regret to say, bankers in general were 
somewhat apathetic to the subject of public 
relations and reluctant to use even its sim- 
plest technics. Here and there, of course, 
there are outstanding instances where in- 
dividual banks and bankers did unusually 
fine jobs in public relations. But for the 
most part, too many bankers in small towns 
and large cities used to feel that they could 
sit in ivory towers and still do business with 
a prosaic and realistic public. 

Not many years ago, in a survey made on 
a national scale among a cross section of the 
United States which embraced some 50,000 
men and women, rich and poor — store- 
keepers, housewives, and workers — it was 
revealed that the public’s regard for bank- 
ers was not nearly so friendly as it should 
have been. 


For all too many years — but fortunately 
not today — the average man looked upon a 
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bank with indifference or even fear. He was 
probably awed by the architectural frigidity 
of the bank itself or by the austerity of the 
men who operated it. In all too many cases 
he used to deposit his valuable personalty 
but failed to make use of its many services. 


A wise man once said that we fear and 
sometimes dislike those we don’t know. It is 
banking’s business to know the public and 
to see to it that the public knows the bank 
and the banker. More than that — it is the 
banker’s duty to convince people that he 
needs them, depends on their good will, their 
help, their money, for the success and well 
being of his business. Once a feeling of 
friendliness and respectable intimacy are es- 
tablished not only will your public relations 
be improved, but your business as well. 


Setting a Good Example 


I don’t like inductive reasoning, but some- 
times it will serve to help illustrate a point. 
In my town, a town of 23,000 inhabitants 
some 20 miles from New York City, there is 
a banker who does an expert job in sound 
public relations which I think might well 
be emulated elsewhere. He makes it his busi- 
ness to enter wholeheartedly into community 
affairs, to know the citizens of the commun- 
ity — the humblest and the highest — and 
to be the friend of all. His is not mere lip 
service to community activities. He works 
hard and earnestly in the interests of the 
community and in so doing builds faith and 
confidence in his bank. 


Banking is close to the public. And it is 
axiomatic that where a man’s pocketbook is 
his heart usually is. For this reason alone 
the bankers have a wonderful opportunity 
to spread the gospel of free enterprise and 
thus help maintain the health of corpora- 
tions — on which ultimately depend bank- 
ing loans and trust investment portfolios. 


Only a few banks to my knowledge have 
humanized their statements and reports. 
And a great deal more in the way of con- 
structive education can be done through 
these media. Through these reports and 
statements, and other bank and trust litera- 
ture, much can be accomplished in the way 
of eliminating public delusions regarding 
our economy — and the people’s thinking 
can be set straight. 


And now a word about the press angle. 
Incredible as it may seem, many companies 
today, representative of the best in their in- 
dustries, do not as a matter of fact condone 
synthetic publicity of any kind. What pub- 








licity they do receive is legitimate because 
it is news. Always, I might say, it is edited 
in such a way as to provide clean copy for 
the newspapers in newspaper language and 
style. 


No Tricks, Please 


Publicity — like advertising — is only 
one of the means to attain the objective — 
namely, good will and understanding on the 
part of all who come in contact with the 
corporation. 

If the company’s representatives reflect 
the harmony which exists in the company 
and the integrity of the company’s manage- 
ment, if they indicate by what they do and 
say and think that the corporation is acting 
in the interests of the public — that it has 
a soul, so to speak then they are enhanc- 
ing the organization’s public relations pro- 
gram. 

In these days of changing public opinion 
— of high emotional strains and pressures 
— of shifts in social and political thinking 
— an understanding of what goes on in the 
mind and heart of the public is quite as im- 
portant to a business as is the number of 
customers or the extent of its sales. 

Time and again in recent months you have 
seen public relations’ errors in the field of 
manufacturing and selling — yes, and in 
banking too. You have seen company after 
company in their strenuous efforts to attract 
favorable attention use bizarre technics 
which not only were too obtuse or tricky for 
public acceptance but at times verged on 
bad taste. 

You have seen companies whetting the 
public appetite for products which were al- 
most tragically scarce. You have seen corpo- 
rations spend vast sums of money to tell the 
public something which was most interest- 
ing to the men in charge but held no interest 
whatsoever for the public in general. 

Many companies — and banks — are slow 
in realizing that the attitude of the public 
toward factory management and toward the 
business system as an entity affects it in- 
directly through the channels of government 
regulations, taxes, labor, and investment. 





Selling Free Enterprise 


Let us not forget the two-fold purpose of 
corporate public relations. Just as you men 
in the business of banking instruct your per- 
sonnel that in order to sell the bank they 
must first sell themselves to the customer — 
so it is with corporations, particularly 
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quasi-public corporations. They must sell 
themselves first to an increasingly acquisi- 
tive public, and secondly, they must sell 
capitalism — our own way of life — free en- 
terprise, if you will — or else it fails, they 
fail, and all fail. 

The critical question today is, which shall 
be the choice — competitive business with 
freedom of speech and press, of assemblage, 
of religion, of who shall govern us — or col- 
lectivism and planned ecunomy, with the ul- 
timate loss of every freedom our predeces- 
sors held dear? 

Because, for the time being, we seem to 
be headed in the right direction, let us not 
cease our vigilance for a moment. There are 
in this country powerful movements to sad- 
dle us with the political thinking of Europe, 
with economic philosophies invariably sat- 
urated with a heritage of collective failure 
and misery. 

One of the great freedoms that this coun- 
try has enjoyed has been the freedom of in- 
dividual initiative, particularly of individual 
enterprise. That freedom which allowed a 
man with an idea, with vision, with cour- 
age and patience, to risk his savings against 
the chance of loss, and in doing so help build 
up wealth for many, has largely made this 
nation what it is. 

The job of public relations is to see to it 
that a corporation, a bank, or any business 
institution functions in such a manner at 
all times that it merits being part of such 
a system. 

A public relations program must see to it 
that management in all its functions, be- 
fore coming to a decision, asks itself this 
question :“‘Will what we do benefit the com- 
pany and the public?” If it will not benefit 
the public, no further consideration should 
be given to it. 
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— THE CAPITALABOR TEAM — 


Developments which have promoted, or promise to promote, mutual 
welfare of employees, employers and providers of capital tools. 


WAGE AND EMPLOYMENT CONTINUITY 


A report issued by the research staff of the 
American Management Association states that 
there can be considerable extension of the 
guaranteed wage beyond the prevalent weekly 
period, though not necessarily for a year. This 
is particularly true, according to the study, in 
stable or expanding industries and more so in 
the consumer than the heavy industry lines, 
suggesting “regularizing’” of purchases of 
producers’ goods. Pointing out that the costs 
of labor do not disappear with layoffs, (being 
largely absorbed in tax or unemployment 
costs, and in some retraining or relocation ex- 
pense), it is suggested that extension of the 
wage period would cushion severity of cyclical 
periods. 


L. M. COMMITTEES VALUABLE 


At first some managements were reluctant to 
participate in the [Labor-Management Com- 
mittee] plan, fearing it would jeopardize their 
authority and responsibility. Such fears have 
proved groundless. 

A survey by Factory Magazine of 181 United 
States plants, employing over 400,000 workers, 
showed that 93% of the companies found no 
evidence that labor was attempting to usurp 
the prerogatives of management. In reply to a 
question “Has labor used the committees to 
encroach on management’s job?” which W. R. 
Dymond, of the University of Toronto, directed 
to 28 Canadian plants, none answered yes, 
92% said no, 8% did not know. 


This process of joint consultation has been 
beneficial to both participants. Delusions enter- 
tained by labor based on incomplete informa- 
tion have been dispelled through access to 
facts. Open, frank discussion with labor repre- 
sentatives has brought about an upward re- 
vision of management’s estimates of the capa- 
bilities of their workers. — H. R. RUTHER- 
FORD, Industrial Production Co-operation 
Board, Ottawa. 


LABOR ADVERTISES FOR INDUSTRY 


Under the title “Labor Invites Industry to 
Wichita,” the International Assn. of Machin- 
ists runs an “ad” in selected newspapers citing 
the wartime record of: no strikes or lockouts, 
top per capita aircraft production, nation’s 
best Labor-Management relations. As refer- 
ences it lists Wichita’s four aircraft manufac- 
turers, and the local union’s secretary-treas- 
urer invites calls from manufacturers at his 
New York hotel during the convention. 


TOMORROW’S “BUSINESS HOMES” 


Utility and beauty are combined in the over- 
all design of the new General Motors Tech- 
nical Center (as shown in the artist’s concep- 
tion below) which is to be built just outside 
the automobile center of Detroit with a post- 
war objective of creating “More Jobs Through 
Research.” This view shows the layout of 
buildings and connecting roadways around the 
central esplanade. The central lake will supply 
water for cooling as well as lending beauty. 


General Motors Technical Center 





ROLE OF PROFITS AND CAPITAL 
IN PEACE AND WAR 


When you speak of management or industry, 
you are referring to thousands of businesses 
and more thousands of people who are not in- 
clined to turn their industrial relations policies 
or any of their business policies over to any 
person or organization to handle for them. And 
when you speak of organized labor, you are 
referring to many hundreds of locals with their 
thousands of officers, stewards and committee- 
men much more sensitive to the demands of 
their local members whose votes put them in 
office than to the suggestions of their inter- 


national associates. 

We have really seen wonderful production 
accomplishments during the war, and I think 
that if one element is more responsible for this 
than anything else, it is that industry was 
offered an opportunity to seem to earn a large 
profit and workers were offered an opportunity 
to receive large wages. The profit possibilities 
in war production was the incentive that in- 
spired the remarkable management accomplish- 
ments and the high weekly take home was the 
incentive that attracted workers to war plants 
from every direction. 


Similarly, profit and wage possibilities are 
going to play a very important part in the 
production and employment picture ahead of 
us, so if you can imagine management as one 
body and organized labor as another—working 
together to further maximum production and 
stable employment, I would recommend that 
they concentrate to a large extent on those 
two objectives—profit possibilities and high 
wages. 


Economists have for many years been in 
general agreement that the various standards 
of living enjoyed by the citizens of the sev- 
eral countries of the world are in direct pro- 
portion to the amount of invested capital be- 
hind the individual worker employed in produc- 
tive enterprise. If, therefore, labor desires 
stable employment and an_ ever-increasing 
standard of living, and the public seeks a 
mounting supply of goods and services at a 
constantly reducing cost, they should combine 
to see that invested capital is protected and 
encouraged, and not driven from the market 
by unwise laws and selfish demands. The 
worker obviously cannot increase his output 
and justify higher wages unless he is supplied 
with improved facilities of production. These 
must come, if at all, out of the savings of in- 
dividuals. If these savings are to be confis- 
cated thru taxes for non-productive processes 
such as increased expense of government, they 
can no longer be used to expand industrial pro- 
duction and replace the previously accumulated 
wealth destroyed by the war.—C. LAWRENCE 
MUNCH, President, -Hood Rubber Co., in ad- 
dress before New England Council, Boston. 
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“Give It More Schmaltz” 


Those old-timers who objected to the corpor- 
ation as not having a soul to be damned 
should come back for a visit. The spirits would 
get a few surprises and cause repentance. Big 
Business has been going human in recent years 
— perhaps a reaction to the shellacing ad- 
ministered by the “party of humanity,” as 
Westbrook Pegler likes to call it. 


Whatever the cause, the stuffy hush-hush 
policy that hung the suspicion-arousing curtain 
of mystery around corporate doings has been 
removed rather generally. “The public be 
damned” attitude has changed to “The public 
be told.” Large companies have all kinds of 
“relations” now: industrial relations, public 
relations, publicity and press relations, stock- 
holder relations, employee relations; in the 
more alert companies under the direction of 
trained men with policy-making uathority. 


Employee magazines have blossomed out 
further with the war, with the probability 
that a large proportion will be continued. The 
progress made in intelligible and informative 
annual reports has been marked, with many 
companies giving an interesting picture of 
operations and products as well as financial 
measurements. 


The motion picture has begun to develop as a 
valuable public relations medium. In the finan- 
cial field, the community story shown in tech- 
nicolor by The Cleveland Trust Company was 
a notable example. Now comes a most unique 
presentation, by United States Steel Corp., 
of an animated report of the company’s finan- 
cial developments. This new 18mm sound film, 
entitled “Behind the Annual Report,” tells the 
story of war activities in newsreel fashion, fol- 
lowed by a non-technical financial review in 
diagram. 


a , 


Transportation Financing 


Speaking of financing for the transportation 
industry, the Hon, Clarence Lea, chairman of 
the Interstate and Foreign Commerce Commit- 
tee told the National Industrial Traffic League 
that this is unquestionably one of the primary 
problems with which his Committee expects to 
deal. “This matter is important to the public 
as well as to the carrier. The investor wants 
to place his money where he can hope for a 
fair return with a considerable degree of se- 
curity. No matter how greatly we may need 
investment, however, it will not be forth-com- 
ing unless we can give to those who. have the 
money to invest this reasonable security.” Rep. 
Lea also said that if railroads could be financed 
more by stock than by too many bonds it would 
greatly strengthen the carriers’ ability to avoid 
misfortune due to business slumps. 
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Fundamentals of Public Relations 
Program 


The first and fundamental part of our 
program was the development of a funda- 
mental policy — a constitution, as it were. 
The general philosophy behind the policy 
has led in the last 20 years to such manage- 
ment decisions as the limitation of dividends 
in the boom, their payment in the depres- 
sion, the refusal to lend surplus in the spec- 
ulative markets in the boom, the mainte- 
nance of long range research through both 
depressions and booms and through periods 
of war as well as in time of peace. 

Whatever the policies are everybody must 
be let in on the secret. To make the policies 
effective it is necessary to have the contact 
employees given an understanding of them 
so that they can be reasonable and polite. 
No routines and instructions can fit all cases. 
Employees who know what the objectives 
of the routines are can safely depart from 
them in exceptional cases to the great bene- 
fit of public relations. The easy way to do 
this job is through the printed word, and 
much of that is done. The hard way is by 
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the original walkie talkie, the company em- 
ployee. 

We should not be blind to the fact that the 
people to whom we furnish the service will 
never recognize it as satisfactory unless the 
flesh and blood of personalized conduct is 
added to the skeleton of good mechanical 
service. No affection is going to be wasted 
on any skeleton. 

In this program we have (1) a top man- 
agement that has analyzed its over-all rela- 
tion to the public it serves and is constantly 
on the watch for changes in the public de- 
sires; (2) a system for informing all em- 
ployees concerning the general policies and 
practices of the company; (3) a system of 
giving contact employees the knowledge they 
need to be reasonable and polite and the in- 
centive of knowing that these qualities count 
in pay and promotion; (4) a system of get- 
ting employee and public questions and 
criticism back up through the organization 
so that management may know what the 
public thinks of the business. 


JOHN J. JOSEPH, Assistant Vice President, Ohio 
Bell Telephone Co., Cleveland, from address before 
Financial Advertisers Assn., Nov. 1945. 





Service of this bank includes the handling 


of trust accounts of all types, using the 


most modern operational methods. Your 
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here a trust service equal to the best in 


America. Largest Trust Business in the West. 
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TRUST ASSETS AND GROSS EARNINGS RISE 


IZEABLE gains in the volume of trust pared with $12,425,461,874 for 1,494 banks 
assets administered and in gross trust on December 31, 1943. The number of indi- 
earnings for national banks in 1944 are re- vidual trust accounts rose from 138,015 to 
ported by Comptroller of the Currency Pres- 146,090. 
ton Delano. As of the year-end 1,503 nation- Trust department gross earnings in- 
al banks were handling individual trust creased from $34,307,000 in 1943 to $37,- 
funds aggregating $14,299,009,908, as com- 390,000 in 1944, with the average per de- 





FIDUCIARY ACTIVITIES OF NATIONAL BANKS AS OF DEC. 31, 1944 


Classified according to capitalization 
(money figures in thousands, except for capital and last 3 lines) 

















$25,001 $50,001 $100,001 $200,001 $500,001 
CAPITAL $25,000 to to to to and Total Total Total 
$50,000 $100,000 $200,000 $500,000 over 12-31-44 12-31-43 6-30-34 

Number of national] banks 

with trust powers but 

not administering trusts 16 57 108 62 35 10 288 305 368 
Number of national banks 

with trust powers ad- 

ministering trusts .......... 12 59 291 462 396 283 1,503 1,494 1,560 
Total assets of national 

banks with trust powers 

administering trusts ...... 15,460 133,722 1,244,740 3,126,044 6,149,837 52,263,259 62,933,060 52,333,705 20,934,135 

TRUST ASSETS 

IN cnc isicsciicnes sicspess 192 4,825 49,350 264,065 714,646 10,080,883 11,113,961 9,710,055 7,647,460 
Type by % 

Bonds a ae 62.47 49.88 47.88 45.19 44.52 66.48 64.47 60.15 47.10 

Stocks ........ ae | 30.51 28.90 31.85 34.62 24.39 25.25 26.93 31.66 

Real estate mortgages .. 11.97 6.35 7.49 9.48 8.99 2.70 3.29 4.19 9.61 

Real estate ...........-c.c.00--. 16.65 10.37 11.83 10.27 7.63 3.77 4.21 3.56 6.95 

We cee 2.89 3.90 3.21 4.24 2.66 2.78 3.56 4.68 
Savings deposits ................ 4 197 1,962 4,083 10,554 74,775 91,575 88,407 14,182 
Demand deposits ... 11 1,396 4,161 19,469 45,919 467,437 538,394 448,396 227,675 
Other assets ............. oa 3 39 3,083 32,732 78,584 2,440,637 2,555,079 2,178,604 627,234 

. | ee 211 6,458 58,556 320,350 849,704 13,063,732 14,299,010 12,425,462 8,516.552 

TRUST LIABILITIES 
Private trusts -.................... 13 985 27,114 180,487 531,218 11,205,364 11,945,176 10,140,698 6,852,872 
Cant THUD q..-.2.cisennes 198 5,473 31,441 139,863 318,491 1,858,368 2,353,834 2,284,764 1,663,679 
Volume of bond issues 

outstanding for which 

banks are acting as 

OS eee eee 80 385 9,439 88,259 207,600 8,368,621 8,674,384 8,689,375 11,484,462 
Number of national banks 

administering private ‘ 

NNN sie ree 2 34 211 380 367 273 1,267 1,254 1,262 
Number of national banks 

administering court 

ID Sastre aces 10 47 260 432 566 265 1,380 1,377 1,429 
Number of national banks 

administering corporate ™ 
WIND sire ica 1 7 83 188 224 248 751 756 735 
Number of living trusts 

being administered ........ 3 109 1,464 6,634 15,578 54,345 78,133 72,751 66,480 
Number of court trusts 

being administered ........ 22 383 2,998 11,734 17,491 35,329 67,957 65,264 55,541 
Number of corporate 

trusts being adminis- 

SS RES Le 1 8 227 736 1,750 17,910 20,632 20,301 15,908 
Average volume of indi- 

vidual trust assets in 

GETE E svcceticineisececrcnss 18 109 201 693 2,146 46,162 9,514 8,317 5,459 
Average volume of trust 

assets in each individual 

OE SEE Ee OES 8,443 13,125 13,123 17,441 25,695 145,680 97,878 90,030 69,795 
Average gross earnings 

per trust for year ended 

Bee, Sh, FOG ccccccscccesine 75 108 93 86 104 294 £24 216 172 
Average gross earnings 

per trust department re- 

porting trust earnings 

for year ended Dec. 31, 

WN  eetiinidecinsbines 277 1,056 1,659 3,763 9,449 112,878 26,812 24,364 17,042 


*The figures for these lines are the actual amounts, i.e. no ciphers have been omitted. 
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partment up from $24,364 to $26,312. The 
average volume of assets in each individual 
trust rose from $90,030 to $97,878. As in 
the previous year, the number of corporate 
trusts being administered was larger — 
20,632 as against 20,301 — but the dollar 
volume again declined, from $8,689,375,301 
to $8,674,383,585. 
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The breakdown of investments revealed 
a continued increase in the proportion of 
bonds — 60.15% to 64.47% — while the per- 
centage invested in stocks dropped from 
26.93% to 25.25%. The following combined 
table, based on the Comptroller’s reports, 
compares the figures for 1944 with those for 
1943 and 1934. 


FIDUCIARY ACTIVITIES OF NATIONAL BANKS BY FEDERAL RESERVE 
DISTRICTS AS OF DEC. 30, 1944 (money figures in thousands) 


(From report of Comptroller of the Currency) 


authority 


Federal Reserve 
districts 


Number of banks exercis- 

ing fiduciary powers 
with 

but not exercising fidu- 

ciary powers 

Total banking assets of 

banks authorized to ex- 

ercise fiduciary powers 


Number 


| EC 
New York 

Philadelphia 

Cleveland 

Richmond .............. 
aa 
Chicago 

Og ae 
Minneapolis ........................ 
Kansas City . 

Dallas ee 

San Francisco ... 


$4,418,095 
14,244,851 
3,510,542 
3,982,941 
2,882,387 
3,808,693 
10,849,061 
2,260,676 
1,902,868 
2,871,057 
3,175,248 
11,669,172 
65,575,590 


78,133 


gross 


department 
earings for year ended 


of trusteed bond is- 
Dec. 31, 1944 


No. of Living Trusts 
Assets of individual trusts 
No. of corporate trusts 


No. of Court trusts 


Vol. 


1,380 
4,002 
82,257 
212,480 
243,169 
256,876 
2,244,402 
118,453 
79,288 
134,181 
82,798 
355,097 
8,674,384 


$31 
4,55 


_— 
t NM -10 CIA NH Oc 
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868,003 
5,319,938 
145,535 
778,633 
715,183 
237,302 
1,380,910 
14,299,010 
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Real Estate Preferences 


A survey by Previews, Incorporated, the 
National Real Estate Clearing House, among 
substantial residents of Maine, New Hamp- 
shire, Vermont, Rhode Island, Maryland, and 
the District of Columbia reveals architectural 
preferences and a very positive amount of 
“neighborhood consciousness.” These people 
are much concerned over any tendencies of 
the neighborhood to deteriorate or become 
overcrowded. 

Seventy-five per cent of them own their own 
homes, and the dwellings usually have nine, 
ten, or twelve rooms, although figures as high 
as fifty and as low as seven were reported. 
The acreage varies from one acre to six hun- 
dred in the case of a single farm. There was 
a decided preference expressed for Colonial 
architecture, although some qualified their re- 
marks by adding “in this locality.” Some 
others said they were after comfort and con- 
venience, wanted something conservative with 
enough surrounding grounds for gardens, and 
made a definite plea for privacy. Over a third 
of these people have no desire to move out of 
their present localities. In general, 20% pre- 


fer to live in a small town, 30% in the suburbs, 
and 16% in the city. 

C. T. S. Keep, President of Previews, Inc., 
interprets the facts in the survey thus: “Be- 
cause the end of hostilities is a new thing and 
reconversion largely an undigested problem, it 
is difficult to determine the permanency of 
these trends. However, it is interesting to 
note that the appearance and attractiveness of 
many of these communities are relatively un- 
changed. People have had more money and 
have kept their homes in good repair even if 
building was not possible, and of course there 
are many families whose increased income has 
made them more house-minded than they have 
ever dared to be. However, as a Rhode Island 
trust company official remarks, ‘Most families 
are waiting to build but feel that the cost of 
the materials makes it impossible for them. 
No one is interested in building for rental at 
the present rent ceilings.’ Even so, people are 
definitely optimistic about the amount of con- 
struction which will take place once these un- 
certainties are resolved and material and labor 
become more easily available.” 
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IGH grade bonds are today selling at 
premiums rarely exceeded before in 
this country. Some corporate bonds are sell- 
ing on a yield basis returning less than Gov- 
ernment bonds. This situation has aggra- 
vated the difficulties of investing trust funds 
and highlights, as never before, the question 
of amortization and the liability, if any, of 
the trustee for loss of bond premiums. 
Amortization of premiums paid on the 
purchase of bonds represents the attempted 
reconciliation of a theory and a duty. The 
theory is that the purchase by a trustee of a 
security at a premium benefits the income 
beneficiary to the detriment of the remain- 
dermen by insuring to the former a rate of 
interest greater than the current market 
rate for similar securities while subjecting 
the latter to the premium burden which, 
necessarily, will have been completely dissi- 
pated on maturity. The duty is that a trus- 
tee must be impartial as between the in- 
come beneficiary on the one hand and the 
remaindermen on the other. To reconcile the 
two, and to make up to the remaindermen 
for the alleged favoritism shown to the in- 
come beneficiary by the purchase of bonds 
at a premium, the courts in New York and 
in most other jurisdictions have held that 
the premium should be amortized out of in- 
come during the life of the bond. (Holding 
to the contrary are the courts of Pennsyl- 
vania, Kentucky and Maryland.) 


Premium Due to Several Factors 


ANY outstanding jurists were never 

convinced of the soundness of the 
theory that the premium on a bond was paid 
solely because of the higher rate of interest 
carried by the bond. They felt that the the- 
ory was, at best, unprovable, and at worst, 
a fiction; that it failed to take into account 
that the premium in part frequently reflect- 
ed the superior quality of the bond and the 
greater assurance of its repayment upon 
maturity. Thus, the late Oliver Wendell 
Holmes, in writing for a unanimous court, 
deprecated the emphasis placed on this ar- 
gument for amortization and said: 


AMORTIZATION OF PREMIUMS ON 
INVESTMENTS 


Liability of Trustee for Loss of Premium 


LEON SCHAEFLER 
Finch & Schaefler, New York 











“It is said that, when a bond having only 
a short time to run is purchased at a price 
above par, inasmuch as it is certain that 
when it is paid off the trustee will only re- 
ceive par, the investment is necessarily a 
wasting one to the extent of the premium 
paid, and that the rights of the remainder- 
men are sacrificed in favor of the tenant for 
life; unless a due proportion of the interest 
is set aside to make good the waste occa- 
sioned by the approach of the day of pay- 
ment. It is pointed out that otherwise the 
trustees in time might sacrifice the whole 
fund. 

“***In the first place, the proposed. rule 
reposes upon a fiction. It is not true that 
premiums are paid for interest alone. They 
are paid for the safety of the capital as well. 
Probably, much the greater part of them is 
made up of this and other elements which 
ought to fall on the remaindermen. The 
court can hardly be asked to close its eyes. 
upon the truth, in order to lay down a rule 
which can only be justified on the ground 
that it is actually beneficial.” Heminway v. 
Heminway, 134 Mass. 446. 


Amortization in Practice 


MORTIZATION involved a considerable 
A nuisance, particularly where the trusts 
or premiums were small. Very few securi- 
ties were ever actually held to maturity, and 
many of them were sold at an even greater 
premium than that at which they were pur- 
chased. Amortization was unfair in its ap- 
plication, for even when bonds were sold at 
a profit, the amortization was not returned 
to the income account. The Surrogates of 
New York County so held in Matter of 
Chauncey M. Depew, 179 Misc. 1074, and 
Matter of Thomas F. Murtha, N. Y. L. J., 
May 19, 1943. (Per contra Matter of Bow- 
ker, N.Y.L.J., May 21, 1942.) It was unjust 
to the income beneficiary who received no 
part of the enhancement from bonds bought 
at a discount; it was inconsistent in that it 
was not necessary or permissible to amor- 
tize original securities left by the testator. 


“The rule was finally settled by the Stev- 
ens case, followed by Robertson v. de Brula- 
tour (188 N. Y. 301), that in the absence of 
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a clear direction in the will to the contrary, 
where investments are made by the trustees, 
the principal must be maintained intact 
from loss by the payment of premiums on 
securities having only a definite term to 
run, while if the bonds are received from 
the estate of the testator, or had been speci- 
fically bequeathed, the whole interest should 
be treated as income.” Kemp v. Macready, 
165 A.D. 124, 126. 


More and more testators and trust donors 
expressly provided against amortization, 
and even where the will or trust agreement 
contained no express provision against 
amortization, it needed but little language 
for the courts to spell out such result. Amor- 
tization, notwithstanding that the earlier 
decisions of the courts supported it, became 
the exception rather than the rule. This was 
part of the natural development of the law 
of estates and trusts as a result of which 
the courts have gradually veered away from 
the old theory of preservation of principal 
at almost any cost, and have swung around 
to the policy that the rights of the income 
beneficiary are entitled to at least as much 
consideration as those of the remaindermen, 
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and more, where the income beneficiary is 
the primary object of the testator’s bounty. 


Statutory Reversal of Rule 


ODAY, the rule against amortization of 

premiums on securities has become the 
policy in New York, as evidenced by the en- 
actment of Section 17(a) of the Personal 
Property Law which became effective Sep- 
tember 1, 1942. This section corresponds to 
Section 6 of the Uniform Principal and In- 
come Act, which is effect in Alabama, Con- 
necticut, Delaware, Florida, Hawaii, Louis- 
iana, Maryland, North Carolina, Oklahoma, 
Oregon, Utah and Virginia. Although it was 
unnecessary so to provide, the Section speci- 
fically applies with equal force to original 
securities left by the testator or placed in 
trust by the donor, as well as to securities 
purchased by the trustee. It thus makes 
statutory the Case Law Rule which has al- 
ways existed in New York with respect to 
premiums on original securities. The pertin- 
ent portions of the statute read: 


“1. Unless otherwise provided by the 
terms of the trust, when any part of the 
principal of a trust consists of bonds or 
other obligations for the payment of money, 
such bonds or other obligations shall be 
deemed principal at the inventory value, or 
if there be no inventory value, at the market 
value of such bonds or other obligations at 
the time the principal was established, or at 
their cost where purchased later, regardless 
of their par or maturity value; and upon 
their respective maturities or upon their sale 
any loss or gain realized thereon shall fall 
upon or enure to the principal. 

* * * * 

“3. This section shall apply only to testa- 
mentary trusts created by wills of persons 
dying after this section takes effect and in- 
ter vivos trusts created by deed or other in- 
strument executed after this section takes 
effect.” . 


Liability for Premium Loss 


HE Legislature having said that the 

trustee shall not amortize, can the trus- 
tee be surcharged for any loss presumably 
resulting from such mandate? The question 
is not new, but the adoption of the statute 
has emphasized it. It has always existed 
with respect to original securities left by 
the testator or placed in trust by the donor; 
it has also always existed with reference to 
securities purchased by the trustee when the 
will or trust agreement contained directions 
against amortization. Yet I have been un- 
able to find any case involving a claim for 
surcharge or loss in the retention of original 





securities in which either the claim or the 
trustee’s defense thereto was based on the 
wastage of premiums as such. And I have 
been able to find only one case involving 
such claim or defense with reference to se- 
curities purchased by the trustee. This was 
Matter of McCarty (Aronowitz), N.Y.LJ., 
September 6, 1945, decided by Judge Eder, 
sitting at Special Term, which read: 


“2. Losses on sale of bonds: This relates 
to the loss of $23.14 on the third Liberty 
Loan bond and $110.94 on the sale of the 
treasury bonds—a total of $134.08. The 
Liberty Bond was purchased on February 
15, 1927, and sold on November 3, 1927, a 
period of less than nine months; the treas- 
ury bonds were purchased on December 10, 
1940, and were sold in December, 1943, and 
January, 1944. 

“The committee explains that the treasury 
bonds were bought above par—about $1,090 
was paid for each bond, because they were 
tax exempt bonds, that they were purchased 
at a premium and that the longer they were 
retained the sooner they would mature and 
hence become the less valuable as they were 
redeemable at par in 1949-53 and according- 
ly if they had been held until maturity the 
loss would be an increasing one. This ap- 
pears to be the logical explanation: I think 
it is apparent that where (as here) bonds 
are purchased at a premium they would nat- 
urally depreciate as they approached ma- 
turity. Further, these securities were legal 
investments, purchased and sold on the mar- 
ket at the market price. To surcharge the 
committee with the loss merely because the 
selling price was lower than the acquisition 
cost would not, in my opinion, be justified, 
for it cannot be said that in the circum- 
stances disclosed that the committee acted 
unwisely and with a lack of prudence.” 


Reasoning By Analogy 


N the absence of precedent we must re- 

sort to reason aided, where possible, by 
analogy. But the very absence of such pre- 
cedent may in itself afford some clue to the 
answer. Perhaps the problem cannot be an- 
swered directly as one involving the wast- 
age of premium, but must be approached 
indirectly as one involving the duty of prud- 
ence. 

The rule against amortization of original 
securities which always existed in New 
York has never been construed to create an 
obligation to sell such securities, nor as a 
limitation of a testamentary power to re- 
tain. Similarly, a testamentary direction 
against amortization of securities purchased 
by the trustee has never been construed to 
create an additional limitation upon the in- 
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vestment powers granted to the trustee by 
the will or trust instrument. Yet to hold a 
trustee liable for loss of premium would be 
tantamount to a requirement that the trus- 
tee sell all original securities, and refrain 
from purchasing any new securities, selling 
over par. 

The last clause of subdivision (1) of the 
statute is deserving of particular attention. 
This reads: 


“***and upon their respective maturities, or 
upon their sale, any loss or gain realized 
thereon shall fall upon or inure to the prin- 
cipal.” (Italics mine.) 


It can readily be seen from this that the 
Legislature was aware of the fact that a 
loss might result from wastage of premium. 
It is inconceivable that a trustee should be 
surcharged for loss resulting from carrying 
out the mandate of the Legislature. It is 
equally inconceivable that a trustee should 
be surcharged for loss resulting from acting 
in obedience to the Case Law of the State 
or the express direction of the testator or 
trust donor. 

Securities held to maturity would thus in- 
volve little risk. Since, however, few securi- 
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ties are held to maturity, the difficulty will 
arise when an attempt is made to establish 
that the loss on the sale of the securities re- 
sults from the mere automatic wastage of 
premium as distinguished from lack of 
prudence. In theory, perhaps, so long as the 
security remains unimpaired, the loss should 
never exceed the amount of amortization 
which would have accumulated had amor- 
tization been permitted; in actual practice, 
it may vary considerably, due to myriad 
causes. To the extent that the amount of 
amortization which would have accumulated 
equals the loss, the trustee should be entitled 
to the benefit of a presumption that the loss 
was due to wastage of premium. Such cases 
will be rare. 


Guide for Trustees 


AKEN altogether, we seem to be led to 

the conclusion that the problem is one 
not so much of wastage of premium as of 
over-all prudence, from which the matter of 
premium wastage, as such, cannot ordinarily 
be isolated. Therefore, so long as the trustee 
exercises the degree of prudence required of 
it, it will not be surcharged for loss from 
the failure to amortize. 

To whatever extent it may be possible to 
isolate the trustee’s duty with respect to the 
preservation of the premium on securities 
from its duty of prudence, the trustee 
should, in addition to giving consideration 
to all the other factors which are supposed 
to guide the mythical man of prudence, take 
into account the following: 

The trustee may not confine its invest- 
ments to high premium bonds in order to re- 
lieve itself of the burden of trying to find 
equally good securities which carry smaller 
premiums, or none at all. The trustee should 
dispose of high premium bonds whenever, 
by reason of changing money rates or eco- 
nomic conditions, it foresees the possibility 
that securities will be selling on a higher 





TRUSTS and ESTATES—December 1945 


yield basis, as a result of which the pre- 
miums on the bonds will be rapidly dissi- 
pated. A trustee who permits a substantial 
portion of the trust to waste away when 
other suitable investments are available may 
leave itself open to surcharge. The retention 
of a high premium bond and the reinvest- 
ment of the proceeds at maturity after the 
premium has been lost, may result in less 
income for the beneficiary during the over- 
all period of the trust than if the trustee 
had taken advantage of the premium and in- 
vested the proceeds in lower premium bonds. 

So, too, during the course of the bond 
holding, there may come a time, generally 
close to maturity, when to hold to maturity 
will result in an unnecessary loss or pre- 
mium, with but little or no advantage to the 
income beneficiary. While the trustee should 
convert high premium bonds into low or no- 
premium bonds whenever the exchange can 
be made without sacrifice in the comparable 
qualities of the bonds, the trustee should not 
make such change if it means a considerable 
diminution in the beneficiary’s income, par- 
ticularly where the beneficiary is the pri- 
mary object of the testator’s bounty. To do 
so may subject the trustee to possible sur- 
charge at the hands of the income benefici- 
ary. The loss of income must be measured 
against the possible loss of premium. So 
long as the trustee exercises its discretion 
fairly as between income beneficiary and re- 
maindermen, it will not be surcharged; the 
abuse of such discretion may bring sur- 
charge in its wake. 


New Legals Added 


The New York State Banking Board has ad- 
ded to the legal list the following securities of 
a par value of $383,022,000. 

Dayton Power & Light Co. $28,850,000 First 
Mortgage 2%s, due Oct. 1, 1975. 

Terminal! Railroad Association of St. Louis 
$40,312,000 Ref. and Imp. Mtg. 2%s, Series D, 
due Oct. 1, 1985. $7,860,000 Ref. and Imp. 
Mtg. 4s, Series C, due July 1, 2019. 

Northern States Power Co. (Minnesota) 
$75,000,000 First Mtg. 2%s, series due Oct. 1, 
1975. 

Virginia Electric & Power Co. $59,000,000 
First & Ref. Mtg. 2%s of 1975, Series E. 

Kansas City Terminal Railway Co. $19,500,- 
000 First Mtg. Serial Bonds dated Oct. 1, 1944. 
$27,500,000 First Mtg. 2%s, due Oct. 1, 1974. 

Pacific Telephone & Telegraph Co. $75,000,- 
000 Debenture 2%s, due Dec. 1, 1985 (when 
issued). 

National Dairy Products Corp. $50,000,000 
Debenture 2%4s, due Dec. 1, 1970 (when is- 
sued). 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst and Consultant, New York City 


CORPORATE RECAPITALIZATION AT 
DEATH OF CONTROLLING 
STOCKHOLDER 


PON the death of an individual with a 
taxable estate of $500,000, the estate 
tax would amoun tto about $130,000. If the 
estate is represented almost entirely by an 
interest in a closely held business corpora- 
tion, the consequences may be destructive. 
To raise the tax money a part of the busi- 
ness interest would probably have to be sold. 
Unfortunately, a sale by an estate is usually 
suspect of being a forced liquidation. Imag- 
ination would not have to be over-strained 
to see that the entire interest of the estate 
in the business might have to be sold. Being 
closely held, there would be no ready market 
for the stock; surviving stockholders or 
competitors might buy in at bargain prices. 
Ordinarily, the usual type of plan adopted 
to solve this problem is an agreement among 
the stockholders, whereunder the survivors 
are committed to buy, and the estate is com- 
mitted to sell, at a fair price. This plan is 
not always possible to adopt. For instance, 
the interest of the estate may be too large 
and the survivors possessed of insufficient 
funds even to have carried insurance to 
fund the purchase price. 

The Plan indicated by the title to this ar- 
ticle has to do with a situation where one 
stockholder owns a controlling interest in 
the corporation. Here, we have another 
problem. It is is generally acknowledged 
that a controlling interest possesses greater 
value than does a minority interest. Unless 
the controlling interest is maintained in- 
tact, either for purposes of retention in the 
estate or of ultimate sale, further loss may 
be suffered. 

It might be possible for the surviving 
stockholders to purchase a portion of the 
stock from the estate to cover, for instance, 
the amount of estate taxes. Such action, 
however, could place the estate in the posi- 
tion of a minority stockholder. It might also 
be possible for the corporation to buy such 
stock direct from the estate and either re- 
tire it or hold it as treasury stock. The re- 


Mr. Koster’s article is copyrighted by H. S. 
Koster & Co., and is not to be reproduced 
in any form without permission. 


sult would be the same, however, for with a 
smaller amount of stock outstanding, the 
interests of the survivors would be corre- 
spondingly increased. 


Here is one plan, however, which appears 
to provide an attractive solution. An agree- 
ment is entered into today among all stock- 
holders, which provides that upon the death 
of the controlling stockholder all stock shall 
be voted for a recapitalization. Under such 
recapitalization, a reasonable percentage 
(say, 50%) of the then net worth of the 
company shall be represented by newly is- 
sued non-voting preferred stock or deben- 
ture bonds. A new voting common stock 
shall also be issued wherein the remaining 
equity value of the company would be repre- 
sented. The new preferred and common 
stock would then be exchanged for the old 
capital stock of the company in the same 
proportions as the original holdings of all 
stockholders. 


Upon the completion of this recapitaliza- 
tion, the estate, which we are here discus- 
sing, would hold $250,000 of new preferred 
stock and $250,000 of new common stock, 
which we may assume represents a 60% in- 
terest in the corporation. The corporation, 
under a prior separate agreement, would 
then call and retire part or all of the new 
preferred stock held by the estate of the de- 
ceased stockholder. This would provide the 
estate with sufficient cash to meet taxes and 
still allow it to retain its controlling interest 
in the company in one block, either for the 
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benefit of the family or for future sale un- 
der more favorable conditions. 


It would not be essential to the estate that 
this recapitalization be effected as of the 
death of the stockholder as a tax-free ex- 
change of securities, inasmuch as the es- 
tate’s cost basis for capital gains tax pur- 
poses would be the value of the stock as of 
the date of death. However, it may be im- 
portant to the survivors that this plan be 
established as a tax-free exchange as their 
cost basis is not so increased. To do so un- 
der present tax regulations, the plan must 
possess a necessary business purpose to the 
corporation. Such business purpose could be 
the retention of the valuable services of one 
or more officers-employees, who also happen 
to be stockholders. Dependent upon the facts 
of any given case, business purposes would 
be further developed. It should be empha- 
sized here that this recapitalization is not 
effective until the death of the controlling 
stockholder so that no tax problems would 
exist, at least until that time and then only 
as they may affect the surviving minority 
stockholders. 

One of the most essential phases of this 
plan is to make certain that, upon the death 
of the stockholders, the corporation will 
have available sufficient cash with which to 
redeem the preferred stock from his estate, 
and such redemption must be effected with- 
out depleting the working capital position 
of the corporation at that time. Therefore, 
the corporation should carry insurance on 
the lives of the stockholders in an amount 
sufficient to redeem the preferred stock at 
their death. This insurance should be owned 
and paid for by the corporation as an in- 
vestment, and the corporation should be the 
beneficiary. Through paying premiums out 
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of its current income, it establishes a neces- 
sary reserve on its books, and that portion 
of its current income, thus retained, would 
not have to be paid out to stockholders as 
additional dividends, which high personal 
income tax rates might destroy. 


FLOW AND CONTROL OF ESTATE 
FUNDS 


STATE documents — wills, trust agree- 

ments, and life insurance settlement 
agreements — govern the flow and control 
of estate funds among family beneficiaries. 
When designing the distributive terms of 
such documents, careful attention must be 
given not only to the character of the bene- 
ficiaries, but also to the character of the es- 
tate assets and the conservation of values. 


On the last named point, a wife may be 
considered as possessing sufficient business 
acumen and thrift to justify receipt by her 
of the husband’s estate outright upon his 
death. But the drastic effects of taxes — a 
destructive factor beyond the wife’s control 
— may alone dictate that such a plan should 
not be adopted. Instead, a testamentary 
trust should control the wife’s interest in 
the estate so that the principal will not be 
subject to a second estate tax at her death 
before the children succeed to their inter- 
ests. 

However, restricting a wife to the income 
of a trust may operate to her financial dis- 
advantage. Future family or economic emer- 
gencies may prove such income insufficient 
for her proper maintenance and comfort. 
Therefore, the will should also allow princi- 
pal to flow to the wife in the event of such 
emergencies. However, in order to continue 
the estate tax exemption at the wife’s death, 
this power to invade principal must be 
lodged in independent trustees and not in 
the wife. 


In some cases, a father will want his chil- 
dren to receive a marriage dowry or funds 
to establish them in business, even during 
their mother’s lifetime. The will should 
make provision for these intentions. 

The matter of directing the distribution 
of the family estate upon the wife’s death 
must be.carefully planned. For instance, the 
wife may survive her husband by many 
years, and any provisions in his will for the 
ultimate disposition of his estate upon his 
wife’s death, would be laying down a finan- 
cial plan which may not be effective until 
the distant future. If the wife possesses the 
necessary qualifications, it would be far bet- 
ter to give her the right to direct in her will 





the manner in which the estate will pass to 
the children or other successor beneficiaries. 
To gain the estate tax exemption at her 
death, this power must be exercisable only 
among the classes described in Section 811 
(f) (2) (A) of the Internal Revenue Code. 


In sizable estates the income may be more 
than sufficient for the wife’s needs. Such ex- 
cess income received by the wife may be 
subject to very high income tax rates and 
so largely destroyed. In such cases the flow 
of income should be controlled by the will 
so that the excess may be used directly by 
the trustee for the benefit of the children or 
accumulated in the trust. The will might 
provide that all income in excess of a fixed 
amount shall be accumulated or paid out. 


Insufficient attention is given to the terms 
covering final distribution of an estate. 
Many wills provide that upon the death of a 
wife the estate shall pass outright to “issue, 
per stirpes.” Children or grandchildren may 
thus suddenly come into sole control of a 
sizable sum of capital at the ripe old age of 
21; prior to that the law supplies protection 
through guardianships. Consideration 
should be given to the effect of such afflu- 
ence upon the future character and well be- 
ing of these ultimate beneficiaries. 


Settlement agreements covering the dis- 
tribution of the proceeds of life insurance 
policies must receive, to some extent, treat- 
ment different from the foregoing discus- 
sion. For instance, here it is a matter of con- 
tract between the life insurance company 
and the insured. As such, the terms for dis- 
tributing interest and principal must be pre- 
established. The insurance company is not 
in a position to exercise discretionary power. 
Therefore, it is of the utmost importance 
that settlement agreements be carefully co- 
ordinated with the distributive terms of 
wills and trust agreements. 


Council Holds Quiz 


A quiz program on personal estates, business 
insurance and profit sharing trusts featured 
the recent fall meeting of the Detroit Life 
Insurance and Trust Council. C. C. Otto, of 
Mutual Benefit, served as leader of the dis- 
cussion, assisted by C. Ben Leonhard, of De- 
troit Trust Co., J. Randolph Kennedy, of New 
England Mutual, Henry J. McLaurin, of Aetna 
Life, George E. Parker, of National Bank of 
Detroit, H. Peter Trosper, of New York Life, 
and L. F. Uttley, of Bankers Trust Co. 
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URING the past few years, in connec- 

tion with new pension plans, there has 
been a strong tendency not to ask employees 
to contribute toward the cost of their own 
benefits, chiefly because (1) most employees 
were purchasing war bonds, (2) employers 
were withholding income taxes, and (3) em- 
ployees were generally contributing toward 
company sponsored insurance plans of var- 
ious types. Consequently, the “take home 
pay” was substantially reduced. Also, em- 
ployers were influenced by the fact that if 
employees did not contribute, the additional 
employer cost was subject to top tax credits, 
and the net additional cost to the employer 
was low so long as taxes remained high. 


These were sound expedients justifying 
non-contributory pension plans during an 
emergency period. The end of the war, how- 
ever, will reduce or eliminate war bond 
purchases, and individual income taxes are 
to be decreased beginning January 1, 1946. 
As a result, we believe there will be a trend 
back to employee contributions, the basic 
desirability of which there has been little 
doubt in the minds of most employers and 
pension consultants. 


The principal arguments in favor of em- 
ployee contributions are: 


(a) It is socially desirable that employees 
contribute toward their own old age protec- 
tion. 

(b) A more liberal plan may be possible 
if employees contribute. 

(c) Systematic contributions result in 
savings employees otherwise would not have 
and provide a fund which protects the em- 
ployee who leaves or the beneficiary of the 
employee who dies in the service of the em- 
ployer. 

(d) Maximum income is secured after 
retirement from employee contributions, be- 
cause capital as well as interest is used up. 

(e) Vesting of employer contributions is 
generally more rapid when employees con- 
tribute, thus giving the employee valuable 
protection. 

(f) Employees have greater appreciation 
of, and confidence in, the plan, particularly 
if they are told how much the employer puts 
in alongside of their own contributions. 

(g) Continuing contributions keep the 
employee aware of the security which he 
and his employer are providing for him. 

(h) The principle of contribution is a 
feature of the Social Security Act. 
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SHOULD EMPLOYEES CONTRIBUTE TO PENSION PLANS? 


It is interesting to note that under war 
conditions there was no serious difficulty in 
maintaining employee contributions to pre- 


‘war plans. However, many new employees 


who frankly considered themselves tempor- 
ary were not interested in joining such plans 
when they became eligible. This was under- 
standable, and not objectionable, from the 
employer’s point of view. 

We have recently helped to install a con- 
tributory plan where some 6,000 employees, 
largely members of unions, were eligible 
and more than 95 per cent joined. 


November Letter of Towers, Perrin, Forster & Cros- 
by, Inc., Philadelphia. 


Valuing Preferred Stock 


With a view to broadening the investment 
fields for life insurance funds and making a 
greater share of such funds available for the 
capital needs of industry, a new method of pre- 
ferred stock valuation by life insurance com- 
panies has been proposed to the National As- 
sociation of Insurance Commissioners by the 
Life Insurance Investment Research Commit- 
tee, a joint undertaking of the American Life 
Convention and the Life Insurance Association 
of America. High grade preferred stocks are 
suitable for life insurance investment, the com- 
mittee points out, except for the factor of wide 
fluctuations in market prices under abnormal 
conditions. It is proposed that, instead of be- 
ing valued at market price as now required, 
they be valued by a new formula which would 
level off the effect of the fluctuations. 


The formula provides that in the case of a 
preferred or guaranteed stock determined to 
be eligible and held during the entire year of 
the statement, the asset value at the end of the 
year shall be the asset value at the end of the 
previous year, increased or decreased as the 
case may be by one-fifth of the difference 
between such asset value at the end of the 
previous year and the market value as of De- 
cember 1 of the year of the statement, except 
that in no event would such asset value at the 
end of the current year exceed the redemption 
value. The stocks acquired during the year 
of the statement would be carried at cost. 


It is proposed that the rule for eligibility of 
preferred stocks be patterned after one of the 
rules in use for a number of years to determine 
the eligibility of bonds for amortization. In 
the case of stocks not on the eligible list, the 
same formula would apply when the December 
1 market value exceeds the previous asset 
value, with the market price being used other- 
wise. 





PENSION PLANS FROM UNDERWRITERS’ 
VIEWPOINT 


Joint Opportunities for Trustees and Insurance Men 


WALLACE N. WATSON, C.L.U. 


Manager, Employee Benefit Plans, Mutual Benefit Life Insurance Co., Boston 


S a preliminary step looking toward ac- 
tive operations in this field, it is quite 
essential that the operator have a basic un- 
derstanding of Employer-Employee Rela- 
tions. With this background, we may give 
some thought to the motives which properly 
may lead an employer to consider the Pen- 
sion Plan for his employees. What are the 
more common reasons which we may ad- 
vance to justify consideration by the Em- 
ployer of a properly designed pension plan 
for his permanent employees? 


(1) The employee who has the minimum 
personal financial worries is the most ef- 
ficient on the job. The Plan will bring 
considerable peace of mind to the employee 
member. 

(2) The Plan will build up substantially 
a friendly interest in the business and its 
success by the employee members. 

(3) It establishes a financial reward for 
efficiency and faithful service. 

(4) It assures the older employees that 
they will have an income which will ma- 
terially assist them in an independent and 
self-sustaining program for retirement. 

(5) As a supplement to Social Security, 
the dollar income from the latter becomes 
usable income. Without a supplementary 
plan, Social Security does not provide a 
living income. 

(6) By assuring the younger employees 
that the older employees will be retired at 
a specified age, the former are given much 
greater and earlier opportunity for ad- 
vancement. 

(7) The Plan enables the employer to 
successfully meet the competitive offers of 
other employers to lure his employees away 
from him. 

(8) Properly understood thru correct in- 
stallation, the Plan will increase efficiency, 
reduce turn-over, and improve output per 
man-hour. 

(9) The Plan will attract desirable new 
employees to the employer. 


From address delivered before Financial Advertisers 
Convention, Hot Springs, Va., Nov. 27, 1945. 


(10) The employer has the problem of 
what to do with his so-called “superannu- 
ated” employees. This Plan provides for 
them in an orderly, announced arrangement 
which is established as a basic factor in 
administrative policy of the business. 

(11) The Plan offers a properly organ- 
ized method of participating amortization 
of Man-Power, in the same fashion as is 
regular practice with machinery and equip- 
ment. 

(12) The Federal Government approves 
of such Plans and provides a reasonable in- 
centive to the Employer by giving him a 
tax deduction for qualified plans, thus join- 
ing with the Employer in financing the 
cost. 


We feel the necessity of selecting the 
Management and Board of Directors of a 
business who are up to date, definitely in- 
terested in their employees, and recognize 
that such interest is an important profit fac- 
tor. Also we want to select a well-established 
business, in a strong financial position, with 
a sound history of success. We also want an 
organization with high grade, stable person- 
nel, and low turnover. It is highly important 
that the business have a product or service 
which has a permanent market in the future. 
The business must be willing and capable of 
assuming the obligation of the Plan as a 
permanent part of its operating program. 
The Pension Plan is a permanent long-range 
program. It is far better not to install a 
Pension Plan, than to do so and drop it 
within a short period of time. Summing it 
all up, if management agrees that business 
is a three-legged stool, supported by the 
joint efforts of Management, Labor and 
Stockholder, then it is an ideal case for the 
consideration of a Pension Plan. 


Setting up the Case 


We want the prospective buyer freely to 
express his ideas of the employee situation, 
of the future of his business, and his feel- 
ing of responsibility to provide a supple- 
mentary income at retirement for his perm- 
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anent employees to add to their Social Se- 
curity benefits. Once he becomes a qualified 
buyer, we desire to have him give us a rea- 
sonable estimate of what he considers a 
sound outlay for the business to make each 
year as a permanent part of its budget. 
Then we study his payroll list carefully, 
keeping in mind the statutes and regula- 
tions, as well as the employer’s ideas and his 
permissible expenditures. Our objective is 
to draw a tailor-made plan to fit his case. If 
the tax question is brought up, we believe 
in basing our thinking upon a 30% tax 
credit, and all of our plans have been in- 
stalled on the premise that they will be 
maintained, with 70% of gross cost charge- 
able to the business. Naturally, we must 
have a Plan with a reasonable minimum, 
non-discriminatory against low paid employ- 
ees, and with adequate consideration given 
to service as well as present salary of the 
employees. 

It is highly desirable to secure permission 
from the Employer to consult with his at- 
torney, his accountant, and discuss the case 
with the Trust Officer of his banking con- 
nection. We want this consultation as early 
as possible, because we need the benefit of 
the advice of these men, and also because we 
desire their approval and enthusiastic sup- 
port of our proposal when we prepare the 
brief in final form. In all preliminary briefs, 
it has been our practice to submit the case 
on the basis that the Plan is a non-contribu- 
tory Plan, with the entire obligation fi- 
nanced by the Employer. The question of 
contributions by the employees is brought 
up in the discussion of the proposal with the 
employer, with the outcome usually falling 
into one of three categories: (a) a straight 
non-contributory plan; (b) non-contributory 
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the first year, contributory thereafter; (c) 
straight contributory plan. 

If the plan is contributory, two formulas 
are most common, either 2% of the first 
$3,000, and 4% of the excess; or, 242% of 
the first $3,000, and 5% of the excess. It 
seems that the trend is perhaps a trifle to- 
ward non-contributory plans, with many of 
them carrying a provision in the trust that 
the plan may, at a later date, be made con- 
tributory, with the approval of the members. 


It is our practice to have an experienced 
attorney available to draw the trust agree- 
ment and plan (at the client’s expense) if 
desired by the buyer, because we have found 
that this method of operation is highly de- 
sirable from the time standpoint, is reason- 
able in cost, and avoids the necessity of 
turning over the drafting job to the client’s 
attorney, when he may not be familiar with 
this type of job. Naturally, if the client 
agrees to a fee for the attorney to draw up 
the plan, it is a reasonably safe bet that the 
case is going through, and this is a good 
“tested selling sentence’ which seems to 
work satisfactorily. 


Selling the Case 


It has been our practice, practically with- 
out exception, to present the case, after its 
acceptance in principle by the President of 
the corporation, to several key directors in- 
dividually, in order to get their reaction to 
the Plan, and secure their support for it in 
the formal meeting of the directors, when 
it comes up for vote. This is good sales 
strategy, and highly important in closing 
the business. Many boards feel that this 
type of problem is a management problem, 
and where there is enthusiastic support for 
the Plan by the executive officers, if its 
financial factors are sound, the directors are 
inclined to approve it. The trust indenture 
is always ready for the board meeting, and 
if there is any possibility of action being 
deferred or being unfavorable, we make a 
strong plea to appear before the board and 
discuss the case with them. We have found 
that such discussion results in a thorough 
understanding of the benefits of the Plan, 
and normally will secure favorable action. 


The next step, if the Board votes favor- 
ably on the Plan, is a joint action. One, to 
present the Plan to the Treasury Depart- 
ment for approval, and two, to present it to 
the stockholders for their favorable vote. I 
do not recall any cases where stockholder 
approval has not been secured, because this 
group seems to recognize that such a Plan 





will strengthen their investments, and per- 
haps increase their financial return. 


The Treasury people have been splendid 
in their cooperation, reasonable in their in- 
terpretation of the statutes, and have made 
some very good suggestions as to clarifying 
some of the clauses of the trust instruments. 
Of course, there is a pronounced view among 
Treasury Department reviewers to favor the 
low salary and wage groups, and they are 
extremely careful to scrutinize plans for 
any possibility of discrimination against 
these groups. However, if the Plan is defin- 
itely and clearly one to assist all employees 
to retire, they will go along with it. They 
are strict in their interpretation of the 
formula and the termination clause, because 
these two elements of the Plan are those in 
which unfair discrimination is most likely 
to occur. 


Method of Funding the Plan 


In cases of sufficient number of employees 
to qualify, there are three accepted methods 
of funding Pension Plans. First, the Group 
Annuity Plan, in which a master contract is 
used between the insurer and the buyer, 
with certificates issued to the employee. No 
trust instrument is used. This type of fund- 
ing is especially favorable for a very large 
number of employees eligible where there 
is likely to be substantial turnover and 
where the other two types of funding may 
not be understood. There is always the de- 
batable question as to whether the assumed 
mortality of the group plan is a fair cost to 
the employer, and also there is a substantial 
risk to the employer in his money being ac- 
tually of benefit to the employee to any sub- 
stantial degree in the contributory plan. 
This is because the employee contributions 
are used up in full first at retirement, and 
the employer’s contribution does not begin 
to function for the employee until after an 
average of three years following retirement. 
There is, of course, in the normal group an- 
nuity plan, no return of the employer con- 
tribution at death of the employee, either 
prior to or after retirement. 

The second method of funding is through 
the Pension Trust plan, with the use of in- 
dividual or group permanent policy con- 
tracts with an insurance company. This Plan 
is somewhat higher in cost in the early 
years than the Group Annuity Plan, but is 
guaranteed over the life of the contracts on 
the original members, whereas the cost of 
the Group Annuity Plan will increase after 
five years, in a great majority of cases 
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where there is a low turnover and reason- 
able mortality experience. The normal trend 
of the Insured Plan with Individual or 
Group Permanent Contracts is for a de- 
crease in cost each year on the original mem- 
bers. 

The third method of funding is through 
the Self-Administered Plan. In this case, 
actuarial calculations are used, and the 
necessary contributions so determined are 
placed in a Trust Fund, normally with a 
corporate trustee, invested in securities 
legal for trust funds in the state of domicile, 
and the fund is to be so built that it will 
provide life pensions for all members of the 
Plan, as they come up to retirement age. 
The Self-Administered Plan has a lower 
cost for the terminating members, but over 
a reasonable period of years, there will be 
little difference in cost between this type 
and the Insured Plan. It is simply a question 
of whether the buyer wants to divorce him- 
self from all responsibility for investment 
and management of the employees’ fund, 
and be dependent upon a life insurance com- 
pany to carry out a contract with the em- 
ployee to provide him with the pension bene- 
fits at retirement. Of course, the insured 
plan offers much more flexible arrangements 
at retirement for different employee retire- 
ment problems, through the several options 
which are guaranteed in the contract at 
purchase. Each method of funding has a 
place in the field, and will work out satisfac- 
torily, if properly handled. 


Trust Officer - Underwriter Collaboration 


If the Trust Officer and the Life Under- 
writer expect to do joint work of any kind, 
the first premise to be clearly established is 
that they have mutual interest in the work 
and are convinced that such joint effort will 
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be of profit to both. Can we say that is true 
in the Pension Trust field? 


If we have an insured Pension Trust, the 
Life Underwriter will be rewarded by his 
commission earnings on the case. Where 
does the Trust Officer come into the picture 
with profit? He comes in as the representa- 
tive of the proposed Corporate Trustee. His 
compensation will be a definite fee, which is 
fixed by agreement with the buyer of the 
Plan, and we, as the Life Underwriter, can 
effectively sell the Corporate Trustee as the 
proper custodian of the trust, the insurance 
policies, as the active administrator of the 
Plan, under the direction of the Pension 
Trust Committee. The fee is normally as- 
sessed on the basis of say $5.00 per policy 
contract for the first year, and $3.00 per 
policy contract for each succeeding year of 
the Plan. We have a case where we recom- 
mended a Corporate Trustee, the fees are 
as above, and there is complete satisfaction 
between the buyer and the Trust Company. 
But of even greater importance is the fact 
that we have had this Trust Company made 
executor and trustee of the wills of the three 
owners of the business with individual es- 
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tates of around $500,000 each. Also we have 
had the Trust Company made trustee of a 
business purchase and sale agreement with 
an additional $500,000 of business insurance 
involved. In addition, there are many other 
profitable relationships between the Trust 
Company and the buyer in the offing, such 
as commercial loans. Is this a profitable 
transaction for the Trust Company? 


In the Self-Administered Trust, the 
Trust Company becomes the active Trustee 
of the fund, handles the investment of the 
money, with the Pension Trust Committee, 
and earns its regular Trustee fee each year. 
Where does the Life Underwriter come into 
this picture? He must be paid for his work 
as a consultant on a fee basis, if he secures 
no life insurance contracts; in due time, 
annuities will be purchased with which to 
retire the members of the Plan, when that 
day arrives. So we have future business to 
anticipate, in addition to the current fee 
being paid to us. 

Therefore, it seems to us perfectly logical 
that the Trust Officer and the Life Under- 
writer have a proper arrangement here for 
joint effort which will invariably work out 
as mutually profitable to both interests. And 
certainly the foremost consideration — the 
best service to the client — is the proper re- 
sult of the cooperative effort. Each interest 
must recognize that the broader viewpoint 
of cooperation will pay best returns over the 
long pull, rather than a selfish motive of 
“getting the business to the exclusion of the 
other interest.” 


Trends 


We believe that the future development in 
Employee Benefit Planning will be a com- 
bination of Pension Profit-Sharing. 
Many concerns in the future are going to be 
vitally interested in a basic pension plan, 
with certain minimum guarantees to their 
employees. This part of the Plan can well be 
insured. Then a supplementary Profit-Shar- 
ing Plan, with contributions coming only 
from a stipulated percentage of profits. This 
part of the Plan can be a Self-Administered 


Trust with the funds turned over to the 
trust company for investment and manage- 
ment. Here is the real opportunity for joint 
work, which can be made highly satisfactory 
to the client, and result in profitable busi- 
ness for both the Trust Officer and the Life 
Underwriter. 


and 





COMMON TRUSTS AND NEW BUSINESS 


Opening New Fields of Profitable Service 


A. W. WHITTLESEY 
Vice President, The Pennsylvania Company for Insurances, etc., Philadelphia 


ASED on the extensive experience in 
| | enact tg where seven trust compa- 
nies are operating nine different funds ag- 
gregating in excess of $110,000,000, we be- 
lieve it to be a fair statement of fact that 
Common Trust Funds are now a proven ve- 
hicle for the efficient handling of small trust 
business. With the recent forward-looking 
action taken by the Federal Reserve Board 
[raising the participation limitation to $50,- 
000] it is our expectation that many new 
funds will be started over the next year or 
so. 


Three major points are of interest to all 
New Business men: Common Trust Funds 
will (1) increase the Trust Department’s 
new business dollars; (2) round out the 
trust solicitor’s sales kit; (3) open up many 
new avenues for profitable trust business. In 
most trust departments by far the largest 
proportion of expenses has been allocated to 
legal and investment administration and for 
general operations, with the result that 
whatever is left over, if anything, is appor- 
tioned to New Business development. Com- 
mon Trust Funds will reduce general ex- 
penses and place operations on a smooth 
production line basis so that there will be 
more funds availabie for new business solici- 
tation. 


Those trust companies which have Com- 
mon Trust Funds know that this new ma- 
chine tool, mass production device has given 
trust companies the same factor of assembly 
line methods as in other major industries. 
They have found that a high grade product 
can be produced in mass quantity at a rea- 
sonable price and finally they have discov- 
ered that these streamlined methods have 
cut and will continue to cut basic operating 
costs. 


Operating Details Reduced 


From a management standpoint, all of 
our fully invested Common Trust Fund ac- 
counts are now handled as one and we have 
assigned to them a separate control number 


From address before Financial Advertisers Assn., 
Hot Springs, Va., Nov. 29. 


so as to keep them apart from the general 
run of accounts because it is no longer neces- 
sary to price or review them as individual 
accounts, and administrative factors have 
virtually disappeared. Annual work factors 
on all these accounts have been reduced to 
four postings of dividends from the Fund, 
four calculations of commissions and four 
disbursements of income, and the mailing 
once a year of the Fund’s annual report. 


Tax work in these accounts resolves itself 
primarily into the single computation of the 
applicable tax factors per one unit of the 
Fund as what applies to one applies to all, 
the only difference being the multiple of 
how many units are held. We estimate that 
the process of folding individual trust ac- 
counts into our Funds has eliminated a 
very large volume of work factors for once 
and for all. This spells savings in expenses. 
Because of reduced work factors, trust com- 
panies in Philadelphia are in a position to 
handle small trust accounts, provided they 
are fully invested in Common Trust Funds 
and pay a % of 1% commission rate with a 
minimum fee of $25. 


Where production costs can be reduced, 
as they apparently have been in Philadel- 
phia, greater attention and more dollars can 
be spent in developing trust business 
through estate planning departments, and 
the problem ahead for trust companies oper- 
ating Common Trust Funds will be, as it is 
with industry generally, one of sales and 
distribution. 


Small Estates Bulk Larger 


A general fallacy of the public, shared un- 
fortunately by many trust men, is that the 
trust business is primarily one of servicing 
large accounts, but the fact remains that es- 
sentially the trust business consists of ser- 
vicing a large number of small estates. A 
study made by Gilbert Stephenson about a 
year ago showed that in New York City, 
38% of trusts under will and 27% of living 
trusts are $25,000 or under. In trust institu- 
tions outside New York City, 64% of trusts 
under will and 55% of living trusts are $25,- 
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000 or under. In Pennsylvania, the figures 
are even more startling in that 76% of trust 
accounts are under $25,000, while in New 
Hampshire 40% of trusts are $10,000 or un- 
der. In 1941-42 a nation wide survey of 
153,646 trusts in 696 communities, showed 
over 58% had an annual income of less than 
$1,200. 

For those trust companies that eschew 
small trust business let us point out that in 
practically every case large accounts carry 
with them a certain number of small ap- 
pendages. Secondly, it is usual that the orig- 
inal large trust will ultimately break up in- 
to smaller and smaller fragments as the 
years roll by and funds pass on to succeed- 
ing generations. In view of these conditions, 
a trust company interested only in large es- 
tates must be interested in small estates too, 
for whether they like it or not they ac- 
quire them through <he relentless processes 
of time and death. Can their solicitors logi- 
cally tell depositors, stockholders and pros- 
pects of moderate means that they do not 
want their business because it’s small and 
they are not equipped to handle them? I 
think you will all agree that that would be 
bad public relations. 
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Federal Reserve System 
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Looking back over the past decade to what 
the income and estate tax collectors have 
done to persons of means, and looking ahead 
to a future of a world of increasingly great- 
er social consciousness, we believe that the 
small estate problem, if problem it is, wil! 
be accentuated rather than lessened. 


Greater “Availability” 


Banks generally throughout the country 
have literally fallen in love with the Little 
Fellow. Advertising emphasizes the eager- 
ness of banks to serve him. They want his 
checking account, personal loan, all differ- 
ent phases of his business, and banks gen- 
erally have realized that in obtaining these 
small accounts in volume they are able to 
handle them at a profit, and at the same 
time establish a good will factor with the 
public generally. How, therefore, can a trust 
representative of a bank not operating Com- 
mon Trust Funds cope with a situation that 
is entirely in conflict with his banking de- 
partment’s philosophy of serving the com- 
munity? 

To a layman the one factor of the Diesel - 
locomotive that is most readily understand- 
able is what they call its “availability.” In 
other words, it can be used on almost any 
type of work on the railroad system, at a 
cost factor less than the steam locomotive. 
Thus, greater availability has been devel- 
oped at lower cost. This is a parallel to the 
Common Trust Fund in our own industry. 
The Fund provides a greater availability, as 
it supplies the new business solicitor with a 
piece of merchandise which can be applied 
to almost every prospect, whether large or 
small. It can be used on the main line and 
also on the branch line, and most important- 
ly, it can be used at lower cost. 


In the case of large estates, the usual 
numerous and small “bequest appendages” 
that accompany them can each be invested 
separately in the Fund. In the case of large 
estates breaking up into smaller trusts, the 
latter can be invested in the Fund when they 
become too small for separate investment. 
Finally, the run-of-the-mill small accounts 
that are an inherent part of the business 
can be acceptably invested in the Fund. 


Common Trust Funds may well tend to 
lessen the unfair criticisms of trustee mat- 
agement. Trust solicitors for the past fifteen 
years have suffered from the adverse pub- 
licity resulting from the unfortunate in- 
vestment losses sustained in the depressioi. 
The factor of reduced income from defaults, 
and reduction or cessation of dividends, was 





greatly accentuated in small accounts where 
individual investments were held. 

It is our belief that this type of criticism 
will not prevail for those companies which 
operate Common Trust Funds. Not because 
mistakes will not be made, but rather be- 
cause when losses and reduction in incomes 
do occur, their effect will be very largely 
minimized by the broad investment diversi- 
fication that is an inherent part of all Com- 
mon Trust Funds. Most sizeable Common 
Trusts have commitments in over one hun- 
dred different securities spread over almost 
every major American industry. In our own 
case, the average investment other than 
Government bonds amounts to only seven- 
tenths of one percent. When you consider 
the full import of this diversified investment 
protection, the life of the trust solicitor 
should be more pleasant than in the past. 


Small Accounts More Profitable 


A surprising and happy discovery about 
Common Trust Funds is that a volume of 
small estates entirely invested in a Fund is 
more profitable than selected large accounts. 
A case was presented to us recently, where 
a wealthy individual wished to establish for 
each of his six children a $50,000 trust ac- 
count, to be invested completely in our Com- 
mon Trust Fund. For such trusts the maxi- 


mum rate of % of 1% would apply, or a 
total compensation of $1,500 annually. When 
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you consider that these six trusts will all 
obtain identical management and involve a 
mere handful of clerical activities, it seems 
fairly obvious that the six trusts could well © 
be considered as being substantially profit- 
able. Were this individual to set up one 
$300,000 trust it would make a greater 
splash on the new business page for the 
week, but on our schedule of fees there is a 
breaking point at the $100,000 mark, with 
the result that the single $300,000 trust 
would bring in a total annual commission 
of $1,300. For such reduced sum we would 
be called upon to make some 30 to 50 dif- 
ferent investments, each one of them sub- 
ject to semi-annual or quarterly income col- 
lection, proving, review, tabulating, hous- 
ing and tax work. Thus the large piece of 
new business is not only obtained at lower 
compensation, but the activity factors are 
substantially greater. 


Advertising 


When the Federal Reserve Board per- 
mitted the new limit of $50,000 as of Sep- 
tember 1, 1945, they at the same time placed 
additional restrictions and _ reservations 
around the advertising and publicizing of 
these Funds. Comparisons as to perform- 
ance and yields of Funds are prohibited as 
without full explanation they could be most 
unfair and misleading. Also, banks are re- 
strained from advertising or publicizing the 
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contents of the Fund’s annual reports, which 
are required to contain a statement that 
publication of the information contained 
therein is unauthorized. These amendments, 
are very definitely in line with the state- 
ment of policy adopted by the A. B. A. 
Trust Division’s Executive Committee.* 


The Federal Reserve are definitely in 
favor of Common Trust Funds, but they 
are definitely opposed to high powered meth- 
ods of stimulating new business. We do not 
urge you to set up Common Trust Funds 
because they are easy to sell, but rather be- 
cause they are a very necessary addition to 
the kit bag of the trust new business repre- 
sentative. We at The Pennsylvania Com- 
pany use the Common Trust Fund in some 
of our trust solicitation because of the size 
of the prospective client’s estate, but we 
never will use the Fund as the keystone of 
a high powered new business program. The 
“availability” factor of the Fund becomes 
important in just following through on the 
normal leads that we have and a certain 
number of Fund accounts will come to us 


*See May 1945 Trusts and Estates 460. 
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from those prospects who do not have es- 
tates running into large figures. 


Uses for Fund 


Americans are more trust conscious today 
than ever before. No person who can ac- 
cumulate any amount of capital is unaware 
of the estate factors contained in life insur- 
ance, social security, home ownership, and 
Savings Bonds. According to Ted R. Gamble, 
of the U. S. Treasury Department, it was 
estimated that before the war 10% of the 
people owned 90% of the country’s wealth, 
and that today 90% of the people own 40% 
of the liquid wealth. On September Ist of 
this year 85,000,000 people owned 900,000,- 
000 individual War Bonds. That is a very 
broad market for trust business, but one 
which would have no attraction whatsoever 
for those trust companies not operating 
Common Trust Funds. 

We believe that there are many applica- 
tions for estate planning using Common 
Trust Funds that should appeal to the mod- 
erate sized estate prospect: 

Living Trusts: Many business and pro- 
fessional men and women desire to create 
and then gradually build up an estate out 
of earnings during their lifetimes for the 
benefit of their families. The establishment 
of a trust, even as small as $5,000, with in- 
vestment in the Fund enables these individ- 
uals to attain their objectives with mini- 
mized risk. 

Family Trusts: Under the regulations it 
is permissible for one person to create sev- 
eral trust accounts of $50,000, each to be 
invested in the Fund, provided that no one 
person shall be the beneficiary of more than 
$50,000 in the aggregate from such trusts. 
Present and prospective tax laws emphasize 
the advantages, in many cases, of dividing 
income among members of the family 
through the creation of trusts. 

Accumulation Trusts: Where an individ- 
ual creates a trust of less than $50,000, it is 
permissible to make periodic additions up 
to that amount for investment in the Fund 
and thus take advantage of this sound me- 
dium for the gradual building up of an es- 
tate during one’s lifetime. Income from the 
trust may also be allocated for reinvestment 
in the Fund, if desired (within the limits of 
the local law on accumulation). 

Annuity Type Trusts: Modern estate 
plans often call for fixed distributions to 
beneficiaries. Where the earned net income 
of the trust is not sufficient to meet these 
payments, the trust instrument may provide 





that they be maintained out of principal. 
Where this “annuity type” trust plan is 
used in conjunction with investment in the 
Fund, it is possible and practicable to liquid- 
ate enough Fund units to meet the neces- 
sary payments out of principal and at the 
same time provide that the remainder of 
the trust continues fully invested. 

Life Insurance Trusts: Under modern 
plans of life insurance distribution, the 
fixed income advantages of the optional 
modes of settlement offered by insurance 
companies may be combined with the ad- 
vantages of a trustee relationship. Part of 
the proceeds of life insurance may be placed 
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in trust and invested in the Fund to provide 
for emergencies, contingencies and educa- 
tional requirements, thereby imparting flex- 
ibility to the plan. The property estate 
which is left under will may be combined 
with this trust so as to coordinate the en- 
tire estate. In life insurance trusts consid- 
eration may be given to “funding” the pre- 
miums by building up the property estate to 
the point where income is sufficient to meet 
the premium payments. This can be done 
by creating a funded life insurance trust 
and making periodic investments in the 
Fund. Where income is in excess of pre- 
miums, it can be reinvested or paid out. 
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Government Bond Investment 
Facilities for Correspondents 


OUR INVESTMENT 

ADVISORY DIVISION 

will prepare an analysis of your 
bond portfolio in relation to your 
over-all banking position. Par- 
ticular attention will be given to 
your liquidity needs, your tax 
status, and other similar problems 
of present-day banking. 


OUR GOVERNMEN? 

BOND TRADING DIVISION 
will handle your orders at the best 
possible prices obtainable in New 
York City, where spreads be- 
tween bids and offerings are at 
a minimum. Since we act as prin- 
cipals, our prices are net. No 
commissions are charged. 


OUR CUSTODY DIVISION 

will hold your securities in safe- 
keeping, subject at all times to 
your instructions. Your securities 
will receive exactly the same care 
and protection as do our own. 
This arrangement permits you to 
eliminate postage, insurance, and 
other charges usually associated 
with the handling of securities. 


“No Problem of Our Correspondent Banks Is Too Great or Too Small” 
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LOOKING FOR THE PROFIT MARGIN 
IN TRUST OPERATIONS 


WALTER E. BRUNS 
Vice President and Trust Officer, Bank of America N.T. & S.A. 


N executive officer of a well known bank 
that has long maintained one of the 
largest trust departments in the West is re- 
ported to have said not many years ago, 
“Our Trust Department is the most expen- 
sive toy in the shop.” This remark, it seems 
to me, is indicative of the prevailing atti- 
tude toward the Trust Department and un- 
fortunately is too often justified. In annual 
reports covering Trust Department opera- 
tions satisfactory progress is reported, but 
the tone is apologetic for the most part and 
such earnings as are published indicate far 
from satisfactory net profits from personal 
trust operations. 

While responsible bank management, de- 
siring to provide a completely rounded bank- 
ing service to the public, has exhibited great 
patience, there is a rather wide-spread feel- 
ing that the Trust Department is at best not 
a sufficiently profitable operation. Manage- 
ment has the duty to insist that trust oper- 
ations reflect at the end of the year a decent 
margin of profit considering the volume han- 
dled and responsibilities assumed. 


A Mighty Thin Margin 


ERHAPS there has been too much wish- 
ful thinking on the part of trust officers 
and reluctance to face the facts of life about 
our business. We are all very proud of the 
fine service which our trust departments 
render to the bank’s customers. We do so 
many things that are different from the 
every day run of a commercial or banking 
business that there is a certain feeling 
among us that it is a service which is hard 
to measure in terms of a balance sheet. 

The annual report of one of the oldest and 
largest trust companies typically reveals 
that on a volume of $850,000,000 of assets in 
its personal trust department, the company 
received $1,859,000 in gross fees and com- 
missions during 1944, against operating ex- 
penses of $1,712,000 — a net profit of little 
more than $147,000 — 8c on the gross in- 
come dollar, or 1/60th of 1% on the total 
assets. The report uses this significant lan- 
guage: 


From address before Financial Advertisers Assn. 
Convention, Nov. 1945. 


“While it is encouraging to note that this 
is the first year since 1935 — when we first 
began to make detailed cost studies of our 
operations — that we have made a profit in 
this department, nevertheless the net result 
is far below what should reasonably be ex- 
pected from the volume of business trans- 
acted, the nature of the services performed, 
and the degree of responsibility assumed.” 


Cooperation Alone Will Remedy 


HE report, published two years ago by 

the Superintendent of Banks of New 
York State, based upon an exhaustive sur- 
vey, indicated that a large volume of corpo- 
rate trust business was being handled at a 
satisfactory profit. In the field of personal 
trusts the Superintendent concluded that 
the operations in New York banks were gen- 
erally unprofitable, particularly trust and 
agency accounts. Estate accounts showed an 
acceptable margin of profit, but their in- 
come was subject to considerable fluctua- 
tion. If, as I am informed, these conclusions 
apply with equal force in most sections of 
the country today, it would appear that the 
primary job is to recognize all these difficul- 
ties and then cooperatively — because co- 
operation between banks will be needed — 
take those steps necessary to insure a fair 
return. 

Our managements should know that if we 
are to make a profit within the fee sched- 
ules which competitive conditions impose 
upon us, we must have a free hand in elim- 
inating substantially all unprofitable busi- 
ness and a relatively free hand in refusing 
to accept any account except upon a fee 
schedule that our analysis of the account in- 
dicates is necessary to produce the percen- 
tage of net profit to which we are entitled. 
Over and above that, we must, through 
proper advertising and solicitation, develop 
a large volume of accounts to secure that 
economy of operation which volume alone 
will give us. 


Cost Schedules Serve Dual Purpose 


HE conclusions we have reached are 
based, of necessity, on my institution’s 
experience in administration of some 5,000 
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accounts split about equally between small, 
medium-sized, and large estates and trusts 
— sufficient both as to number and type of 
account to be fairly representative. 

Perhaps the first factor is proper cost an- 
alysis. Development of accurate schedules is 
obviously difficult because of the many in- 
tangibles, but it can and must be done to 
determine accurately what accounts to take, 
what fees to charge, and where to place the 
emphasis on advertising and solicitation. 
The A.B.A. Trust Division has done excel- 
lent work in developing a cost analysis 
method and most large trust companies have 
in recent years been patiently perfecting a 
method for cost analyzing all of their ac- 
counts. In our institution the task seemed 
extremely difficult at the start, but has re- 
sulted, we are satisfied, in an accurate meth- 
od. 

I know of no more effective way to secure 
adequate fees for services rendered than to 
sit down with the customer or prospect with 
a complete analysis of his account so that 
he may see in dollars and cents the cost of 
handling his affairs. We use our cost an- 
alysis schedules for two purposes. Whenever 
a piece of business is offered which varies 
somewhat from the usual pattern, we sug- 
gest a tentative fee for the first year with 
the understanding that at the end of the 
year the account will be analyzed and the 
fee adjusted in accordance therewith. 


Renegotiation on Old Accounts 


E have also used it to great advantage 

in analyzing trusts which have been 
on the books for many years and which may 
have been inherited either from other banks 
or have come down to us from the early 
days. In 1940, for example, we analyzed ap- 
proximately 500 private trust accounts in 
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one of our trust offices. One hundred and 
seventy of these accounts were being car- 
ried at a loss. In presenting our conclusions 
to the trustors involved, the cost analysis of 
their accounts was persuasive in securing 
acquiescence to a fee adjustment in the great 
majority of accounts. 

Probably all of us at some time have had 
far too great a percentage of unprofitable 
accounts — private trusts, for example, that 
were taken some years ago on a fee basis of 
5% of the income or less. This basis didn’t 
look so bad in the days of high interest 
rates, but it generally represents a loss un- 
der today’s conditions. However, after these 
old accounts have been analyzed and deter- 
mined to be unprofitable, the major part of 
the job is still ahead. : 

A program having for its goal the elim- 
ination of such accounts or adjustment of 
fees must be pushed aggressively until every 
trust on the sub-standard list is accounted 
for. To be effective, the program must not 
be sabotaged by the dozen and one plausible 
reasons advanced why this, that or the other 
trust is an exception and cannot be dis- 
turbed. If necessary tact is used, little dis- 
turbance to customer relationship is occa- 
sioned by an aggressive clean-up and even 
closer customer relationship frequently re- 
sults, because in a certain proportion of 
these sub-standard trusts it can be pointed 
out that the trust really serves no good pur- 
pose and an alternative method for handling 
the special problem of the trustor can be 
suggested. 

It took more than a year of constant push- 
ing to get those 170 substandard trusts elim- 
inated or adjusted. In about 150 of them the 
fee was adjusted to produce fair to normal 
profit and the balance of the accounts were 
terminated. I know of no instance where any 
hard feeling resulted or where the bank was 
at all injured in its customer relationship. 
The remark of one astute businessman, 
when shown a cost analysis, is typical: 


“T have been wondering for years how you 
people could afford to handle that account 
for the fees which you were getting. You 
should have talked to us a long time ago be- 
cause we are getting excellent service and 
we expect you to make a reasonable profit 
on the account.” 


In carrying out this program in some 30 
trust branches, this remark or a variation 
thereof was heard many times. Putting sub- 
standard trusts on a fee basis which will al- 
low a decent profit, or eliminating them, ob- 
viously should be a non-recurring task. 





Selectivity in Acceptance 


OLICIES governing acceptance of busi- 

ness should not place the emphasis on 
large or small accounts but rather upon 
profitable and unprofitable accounts. And 
more than the fee schedule must be consid- 
ered in determining the overall desirability 
of a new account. We are all too often im- 
portuned to accept business in which the in- 
herent risks are out of line with the prob- 
able compensation, and we are sometimes 
tempted to accept such an account to meet 
some competitive practice or because the 
customer is a prominent individual, or in 
the belief that it may lead to other profitable 
business from the same source. 

My own experience and that of most trust 
officers with whom I discussed the problem 
is that the expected desirable business rare- 
ly, if ever, follows. Sometimes a good law- 
yer friend, after struggling with a private 
executor or guardian, will look to the trust 
officer to take over the problem. Realistically, 
isn’t it possible that the respect and cooper- 
ation of an attorney will be gained by a 
demonstration that the trust department has 
proper standards and the trust officers have 
developed a know-how in distinguishing the 
good from the bad? If the reasons for an 
inability to accommodate him are intelli- 
gently explained, he will credit the institu- 
tion with knowing its business and be more 
apt to recommend it. 

Most difficult of all to correct are the in- 
adequate fees for trusts and agencies either 
forced upon trust companies by antiquated 
legislation or inherited by tradition or 
made necessary by competitive practices, 
particularly of those banks that regard 
their trust departments as service institu- 
tions. Where statutory fees are too low it is 
an individual problem for each state. Cer- 
tainly, in states where fees are limited to a 
percentage of income, a series of cost an- 
alyses and statements of earnings of large 
trust departments in the State, properly 
presented to the State’s Legislature, should 
give some relief. 


What Is Fair Net Return? 


PINIONS vary as to what should con- 
stitute a decent margin of profit in 
personal trust operations. The Superin- 
tendent of Banks of New York believes 


that the ratio of net to gross fees should’ 


be between 25% and 33%%. Our practice 
is to add % the cost as estimated by our 
analysis to insure approximately a 25% ra- 
tio of net to gross. Where the prevailing 
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schedule of 4% of 1% on the value of personal 
property and *4 of 1% on the value of real 
property is used, the profit is generally 25% 
or better. 

Where fees are generally too low among 
banks in a community or in an area, there 
is a terrific temptation to meet the competi- 
tion in order to increase volume. Is it good 
business, conducive to continuation of good 
service, to accept a trust account just be- 
cause some other bank will? Might not your 
bank gain in prestige if the prospect were 
shown an analysis of costs involved and told 
that you cannot take the account and render 
adequate service on the fee quoted by the 
other bank? 


At this point you run into the fallacious 
argument that volume alone justifies taking 
some proportion of accounts on a sub-stand- 
ard fee basis. Our experience and, I think 
that of most trust companies, does not bear 
this out; invariably enough of such accounts 
accumulate to require additional space and 
staff. 


The “Service” Fallacy 


ROBABLY the most difficfhult of all 

problems is the competition from bank 
managements that frankly regard their 
trust departments as service institutions. 
There are not many such today, but still 
enough who subscribe to this practice to 
make it difficult for others to maintain an 
adequate fee schedule. This attitude, can 
neither be conducive to the finest type of 
trust service nor long attract the highest 
type of trust personnel. 

I know of no way of meeting this compe- 
tition except by developing a reputation for 
giving the very best in service and being 
prepared now and then to lose an account 
solely because of fees. In the long run the 
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bank that takes the attitude that its trust 
department need not show a fair earning is 
one which is not apt to push its trust ser- 
vices or to expand its volume because of lack 
of interest on the part of the management. 


Big Volume and Small Accounts 


ROPER analysis, necessary clean-up, se- 
lectivity in new accounts and adequate 
fees must be supplemented by adequate vol- 
ume if a decent margin of profit is to be pro- 
duced. That volume does not come into the 
front door voluntarily just because the trust 
department happens to be part of a well es- 
tablished and well known bank. There are 
still some who feel it not quite dignified to 
solicit trust business aggressively, but as 
prospects do not really understand the trust 
functions they must be explained. This 
means an adequate advertising program, 
geared primarily to the type of business 
which can be handled at a profit. It means 
adequate literature covering the services. 
But above all, it means full-time trained 
trust solicitors. While interest may be 
aroused through advertising and literature, 
it is the trust solicitor upon whom we must 
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depend to secure appointments and to pro- 
vide customers with the information they 
need. While many banks now have full-time 
trust solicitors, the records in the probate 
courts throughout the country will readily 
prove that the services which a trust depart- 
ment can render have not been adequately 
sold anywhere. 

If our business is to expand by greatly in- 
creased volume, we must get away from 
thinking solely in terms of large estates; 
there are just not enough large estates pro- 
bated in the course of a year. When we or- 
ganized our trust department some 25 years 
ago, the emphasis was on providing a com- 
plete trust service for every customer who 
might need it. In fact, during its entire his- 
tory approximately 70% of our probate busi- 
ness has been in estates valued at $25,000 
or under. 


A Case Proof 


ITHOUT that mass volume the earn- 

ings of the personal trust division can 
contribute little to the earnings of the bank. 
During the year 1944 gross fees collected by 
all Federal Reserve Member Banks having 
trust departments were $104,000,000, of 
which better than $40,000,000 went to New 
York banks and a large part of these fees 
resulted from corporate trusts. These fig- 
ures alone demonstrate the fact that we 
have not yet scratched the volume market 
for personal trust service. 


In conclusion an example may not be 
amiss. Our institution acquired, through 
purchase, a bank which for many years had 
maintained a medium-sized trust depart- 
ment with a volume of about $12,000,000 of 
personal trust assets. It suffered from all 
the ills profitwise to which trust depart- 
ments are so easily susceptible. During the 
three-year period 1937 to 1939 this depart- 
ment grossed between $58,000 and $62,000 
of personal trust fees per year. Its annual 
net for this period varied between a loss to 
a profit of $2,500. For the five-year period 
1940 to 1944 gross annual fees increase: 
from $65,000 to $104,000 and the net from : 
low of $15,000 to a high of $47,000 in 1944. 
The condition of this department prior ‘ 
1940 was typical of the problem with whic) 
we are concerned. The improvement whic 1 
the figures indicate is, of course, only rel:- 
tive, but it does demonstrate, I believe, th::' 
the corrective measures discussed, plus ad 
quate solicitation, must inevitably lead to » 
better margin of profit and, therefore, to 
sounder trust business. 
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FEW figures at the outset may justify 

the enthusiasm which I may express for 
the plan underlying our publicity approach 
and the methods we used in the promotion 
of our “Small Estates Division.’”’ Concretely, 
comparing the first 12 months of the adver- 
tising and promotion of our small estates 
settlement service with the 12 months im- 
mediately proceding it, new wills filed in- 
ereased 132.8% in number and 126.8% in 
total value. Our advertising during the pe- 
riod did not mention other phases of our 
trust service, but, evidently as a collateral 
benefit from our publicity, our intake of new 
immediate-fee business (living and testa- 
mentary trusts, executorships, administra- 
torships, and guardianships) also increased 
by 93% in number of accounts and 50.4% in 
total value of assets. 

These percentage increases are impres- 
sive. I consider the actual totals of new 
business even more so. In that 12-month pe- 
riod we filed 1411 new wills covering estates 
totaling $59,000,000, and placed on our books 
430 new immediate-fee trust accounts with 
total assets of $27,000,000. The new wills 
filed averaged $42,000 each and the new 
trusts averaged $63,000, compared with 
$43,000 per will and $54,000 per trust ac- 
count in the previous 12 months. That can- 
not be termed “small” business in anybody’s 
language nor at any previous time. 

The continuing level of our new business, 
as We progress in our second 12-months ex- 
perience with our advertising effort, con- 
tinues pleasantly to amaze us. It leads us to 
believe we may previously have been oper- 
ating behind a popular illusion of closed 
doors; that the problem was only to dispel 
that illusion; and that advertising did it. 


Lowering Sights 


N more recent years, most of us have felt 
_fortunate when an occasional million-dol- 
ler or better estate came to us, and for vol- 
ume, in the accepted sense, we have looked 
ti. estates in the hundred-thousand class. 
Now, finding it desirable to turn to “mass” 


From address delivered before Financial Advertisers 
Association Convention, Hot Springs, Va., Nov. 28. 


administration, we are agaim lowering our 
sights with respect to the size of estates 
which we can profitably and helpfully serve. 


This condition is not due wholly to the 
disintegrating of large fortunes through the 
dual processes of steeply graduated income 
and death taxes. It is also being contributed 
to by skillfully devised “living” or “pread- 
ministration” plans which are all too fre- 
quently meeting with vigorous opposition 
from the taxing authorities and dubious re- 
ception by the highest courts. Opportunities 
for the creation of new wealth in the present 
technological and atomic age are perhaps 
greater than-ever before, but immediately 
begin these processes of whittling down in- 
dividual participations in it. And the temper 
of the times does not seem to promise any 
change favorable to the development of new 
great personal fortunes. While the national 
income rose from $66 billion in 1939 to $160 
billion in 1944, Ex-Secretary Morgenthau in 
1943 stated that “four-fifths of all the in- 
come of the nation is going to people earn- 
ing less than $5,000 per year. Only about 
300,000 persons have a yearly income over 
$10,000.” New great individual fortunes 
will not develop in great number under these 
conditions, and while the general wealth of 
America will most certainly continue to in- 
crease it seems just as certain it will be held 
in smaller units by more persons. 


This is the changing background of na- 
tional economics into which American trust 
institutions must fit their activities. They 
may either content themselves with a de- 
clining volume of the larger estates or adapt 
their services to fit the smaller ones and vig- 
orously go after the latter in new fields. My 
own bank, while continuing to cultivate the 
special field of larger estates, has aggres- 
sively sought and planned for new business 
volume with special emphasis on “small” es- 
tates. 


Pre-streamlining Procedure and Policies 


REPARING for this new emphasis, and 
the business we expected to flow from 
it, we began with a review of our internal 
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methods and practices, with the purpose of 
simplifying and streamlining our opera- 
tions. We revised our procedures for carry- 
ing a “small” estate (from $1,000 to $25,000 
is the spread we so designated) through 
every step and department of administra- 
tion and distribution, adjusting our methods 
to eliminate delays, lost motion and unneces- 
sary expense in handling, but without any- 
where sacrificing technical quality or hu- 
man and friend-making relationships with 
our customers. 

We also examined our prevailing public 
relations policy. Trust service was origin- 
ally thought to be available only to the very 
rich, and that idea seems still to prevail in 
the public mind. We believed that a neces- 
sary and constructive step in our venture 
was to overcome this false notion and to 
convince the man on the street of our sin- 
cere desire to handle estate and trust mat- 
ters for him whenever he or his dependents 
wanted or needed our service. 

To this end, we publicized our “Small Es- 
tates Division,” with its, own literature, 
signs and promotional effort, all centered in 
an accessible location just inside the main 
entrance to our Trust Department and plain- 
ly designated by an overhead sign, “Small 
Estates Division.” The wording of this sign 
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proved to be a mistake. We found that ou 

receptionists, with rather nice discernment 
were apologizing for directing to the Sma! 
Estates Division all whom our advertisin: 
brought into the department. We prompt! 

changed the sign to “New Business Depart. 
ment,” to save our customers any embar 
rassment or resentment at being consigned, 
even without screening, to the “small” es- 
tates division. 


We, like most trust institutions in Amer- 
ica, had long handled small estates, guard- 
ianships and trusts. But we had failed to 
publicize that fact adequately, and the pub- 
lic generally — even some of our own bank- 
ing personnel — were not aware of it. 


Slogans 


O popular campaign is seemingly com- 

plete without spot-lighting slogans. So 
we devised a few of our own, such as, “If 
you have $1,000 you have an estate,” and 
“We settle estates of $1,000.” One cr both of 
these appeared in all our leaflets, pamphlets, 
booklets and stuffers, which were issued in 
many sizes and colors and distributed 
through the mail, over the counter in every 
department of the bank, and with our bank- 
ing customers’ statements. We _ repeated 
these slogans in radio “spot” and “‘commer- 
cial” announcements, ran them as captions 
for our newspaper display and magazine ad- 
vertisements. We used them again and again 
—not in the belief that the man with only 
$1,000 necessarily wanted or needed trust 
service in all cases, but as an invitation ad- 
dressed unmistakably to the man of “small” 
estates, whatever his concept of the term 
might be, to bring his estate matters to our 
trust department for a discussion about 
what we could do for him or his family. 


Included in all of our advertising was an 
outline of the major things we did in pro- 
bating wills, and a table of the statutory 
fees for administering estates of various 
sizes, starting with $1,000. 

Under this advertising formula we doub- 
led our new business acquisition, both in 
hand and in expectancy, in 1944. We shall 
exceed that record in 1945. The chief factor 
in this successful record, we believe, .as 
our breaking down of the accepted belie! of 
the “average citizen” that his business \v: 
too small to be of interest to a trust c:! 
pany. Encouraged by our definite assur- 
ance, in the public print, that we would wel- 
come estates as small as $1,000, the man 
with $50,000 or $60,000 or $70,000 ap- 
proached us with confidence to investigate 





our service as it might apply to his own re- 
quirements. Practically every individual is 
aware of the eventual necessity of settling 
his or her own estate. Many, we have found, 
are uneasy and distrustful of the processes 
and the outcome and are eager to become 
better informed about them. We are grati- 
fied to find that even those who approached 
us with the purpose of mere investigation 
became so interested that selling our ser- 
vice was usually not a difficult job. 


It would be impossible to judge which ad- 
vertising medium was the most effective in 
getting our message over to the public. The 
results speak rather well for the combined 
effort. It is appropriate to give credit for 
our advertising achievement to Allan Her- 
rick, head of our Advertising Department. 


Many leading members of the Bar com- 
mended our emphasis upon “small” estates 
as a timely public service. Some recognized 
in it a movement in which trust institutions 
and lawyers could rightly cooperate for the 
public good. The newspapers ran news and 
financial stories about the plan, and a num- 
ber of trade magazines carried news of it. 
The public caught on quickly. We had no ad- 
verse reactions from any source. 


Internal Education and Rewards 


DVERTISING alone is not enough. It 
should be coordinated with or imple- 
mented by intelligent personal effort. So, 
along with our advertising, we launched an 
internal promotional plan designed to edu- 
cate and enlist our banking staffs in our un- 
dertaking. We systematically arranged for 
key men — managers and assistant mana- 
gers chiefly — from our branch banks to 
spend three to five consecutive full days 
studying our general policies, fees, types of 
trusts, various ways we could helpfully serve 
the bank’s customers, and ending by touring 
our trust department to observe how we per- 
formed our promised high quality and eco- 
nomical service. Practically without excep- 
tion they finished this course with an en- 
tirely new appreciation of the actual value 
and personalized nature of our trust service. 
They always returned to their respective 
banking posts eager to acquaint their entire 
staffs with what they had seen and learned. 
Branch bank staff meetings were arranged 
and held. I talked to them, stressing cus- 
tomer need for our service and the method 
of identifying potential trust prospects and 
interesting them in this phase of their 
bank’s activities. 
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A less idealistic, but obviously appealing, 
plan was adopted to encourage branch bank 
interest in obtaining new trust business, by 
allocating to the respective branches a per- 
centage of the fees collected on all trust 
business originated by them. And to keep 
the trust development effort constantly be- 
fore our banking personnel, we offered each 
group an evening’s entertainment (dinner, 
theatre, or otherwise, depending upon their 
choice) as it obtained its quota of ten pieces 
of new trust business. 


Small Trusts Next 


UR next step in publicizing our trust 

facilities will be the cultivation of 
“small” living and testamentary trust busi- 
ness. When we enter this field extensively 
we shall doubtless have to turn to the com- 
mon trust fund which we have not as yet 
used, largely because we have no California 
enabling act. But the common trust fund 
vehicle for trust investment, which has been 
widely and successfully tested in the trust 
field, is a “must” if we are to invite mass 
use of our services for small and medium 
trust accounts. 





484 


Our definition of the “small” trust ac- 
count will differ, of course, from that of the 
“small” estate. The minimum for a trust 
will necessarily begin at a point where the 
principal of the fund exceeds the immediate 
financial requirements of its beneficiaries. 

Among our prospective customers in the 
field of “small” trusts we count both the re- 
tired and the active business and profes- 
sional man and woman, elderly people whose 
life savings are not very large but very 
precious to them, and financially inexpe- 
rienced beneficiaries of substantial, medium- 
sized or small inheritances or life insurance 
proceeds. We can serve these people in a 
wide range of ways, to fit almost any rea- 
sonable individual requirements, and with 
more skill and responsibility than is avail- 
able to them elsewhere, yet without sacrific- 
ing those qualities of kindness, human un- 
derstanding and personal interest which are 
so essential to the full discharge of the eth- 
ical and legal requirements of good trustee- 
ship. And these arrangements can continue 
long beyond the passing of the founders of 
the trusts. What a boon is here offered to 
both the living and the hereafter born! 


There first must be a remoulding of public 
opinion about us, and secondly a great deal 
of repetitious and sustained educational 
work among all segments of the public, the 
press, the professions, the bench and the 
legislatures. To this end we must all plan 
to dedicate the next phase of our organiza- 
tional and advertising efforts. 


Coldness—Voluntary or Forced? 


AY I here shift to a subject of the 

deepest concern to the corporate trus- 
tee, and equally to its present and potential 
customers, but which has been strangely 
neglected and often misunderstood. The im- 
pression seems to prevail all too widely that 
corporate trustee service is cold, remote and 
detached from human feeling or sympathy 
toward beneficiaries. While some ground for 
this belief may occasionally arise, it is not 
true generally and, frankly, should not be 
true at all. Sympathy, human and personal- 
ized interest and concern in the financial 
problems of their patrons have always been 
ingredients of good corporate. trust service, 
but too often the trustee has found itself 
unfortunately restrained and circumscribed 
by the terms of a trust. A trustee is of 
course answerable in law to all interested 
persons for its faithful performance of the 
exact terms of the trust under which it acts. 
If those terms are strict, unyielding and 
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arbitrary, permitting the trustee no discre- 
tions in its interpretations and administra- 
tion of the trust, the deepest and most sin- 
cere feelings of sympathy and understand- 
ing for an unhappy plight of a beneficiary 
may not sway the trustee from compliance 
with the positive terms of the instrument. 
In such situations the corporate trustee has 
too often been the scapegoat. Its reputation 
for understanding and a real desire to help 
its distressed beneficiaries naturally suf- 
fered, especially in the minds of those who 
do not know or who deliberately choose to 
ignore or misstate the facts. 


This misunderstanding has frequently 
caused trustors to appoint individual trus- 
tees and consultants to serve with the corpo- 
rate trustee. The primary purpose in mind 
was to breathe into the trust administra- 
tion elements of warmth for those dependent 
upon the trust. We, of course, should claim 
no perfection in the humane ingredient of 
trust administration, yet this is a quality 
which is by no means absent in our business. 
And we should ceaselessly strive to improve 
it to the very maximum, for I firmly believe 
it is the thing least understood or appre- 
ciated, and which therefore should be prom- 
inently and continuously stressed both with- 
in our respective institutions and in all our 
publicity, until its importance and truth in 
good corporate trust administration would 
become crystal clear to all. 


To correct cases of neglect on our part, 
as well as misconception on the part of the 
public, it behooves us to see to it that there 
is no just cause for such criticism. We must 
strive to become in this respect, like Caesar’s 
wife, “above suspicion.”” We must keep pace 
with the worldwide, new concept of broader 
and more helpful service to all classes of 
people, especially the common people. Not 
only must we emphasize and furnish the hu- 
man and personalized elements in corporate 
administration, but we must be liberal in 
our interpretation of trust instruments, if 
the end be better to solve the financial prob- 
lems of those who are dependent upon a wise 
and perhaps all-powerful trustee. This wil! 
entail, on our part, a careful examination 
and in many instances a revision of ow 
standard trust clauses, that we may be ade- 
quately clothed with broad discretionary, 
powers in favor of those whom the creato: 
of the trust wished to care for first. Our in- 
struments must stress the idea that the lif: 
beneficiaries, for whom the trust was reall) 
created in the first instance, are the primar) 
and preferred objects of the trustor’s inter- 





est and bounty; that the whole of the trust 
estate, if required, may be by the trustee 
devoted to their needs; and that these pow- 
ers should be interpreted liberally to that 
end. 


Advertise Case Histories 


N advertising this attitude in our trust 
| pew sng I believe we would be making a 
most timely and fruitful appeal in our cam- 
paign to popularize corporate trust admin- 
istration. We must be persistent and factual 
in all our advertising to imbed this impor- 
tant truth about us firmly in the public 
mind. I predict that our first clear and direct 
statement on this subject will be at least as 
interesting to the public and as productive 
to ourselves as was my own institution’s an- 
nouncement that we would settle estates as 
small as $1,000. Such public assurances, 
supported by citations of various actual 
cases, would probably remove much of the 
traditional resistance of widows to the trus- 
teeing of property with a corporate trustee. 
We must get over to the public the idea 
that the welfare, education and full life of 
the family is a first consideration with the 
corporate trustee, if it is vested with the 
necessary power to deal with the trust as- 
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sets to that end; that only restraints im- 
posed by the trustor himself either wholly 
block or circumscribe the trustee in its ef- 
forts to administer the trust for the prim- 
ary benefit of the family and liberally, in- 
telligentiy and sympathetically to exercise 
its discretionary powers. 


The importance of this personalized con- 
cept of corporate trust service seems not to 
be fully sensed by some of our own trust- 
men. If we have in the past been too restrict- 
ed by the terms of some of our outmoded 
trusts, should we not be the first to correct 
this with our customers and their attorneys, 
suggesting more liberal clauses? At our first 
conference with a customer we raise this 
subject for discussion. Almost uniformly we 
find a definite desire to have the trust ad- 
ministered primarily for the benefit of some 
life tenant or tenants. We never lose sight 
of this objective, while papers are being 
drawn nor afterwards while we are adminis- 
tering the trust, even though we may ex- 
haust the whole trust fund to accomplish it. 


The usual’ wording of a specimen trust 
provision which we use to vest in us power 
liberally to use the trust estate for the prim- 
ary beneficiaries is: 
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“The primary purpose and intent in creat- 
ing this trust is to provide for my wife, and 
the rights and interests of remaindermen 
are subordinate and incidental to that pur- 
pose. The provisions hereof shall be liber- 
ally construed in the interest and for the 
benefit of my said wife, it being my desire 
that my trustee shall be liberal in allowing 
encroachments upon the trust estate for her 
benefit, over and above the stated and op- 
tional payments hereinabove provided for 
her, and that it shall not limit itself only 
to cases of emergency arising from ill 
health, sickness, misfortune or otherwise 
but that it shall make such principal en- 
croachments also to provide additional and 
appropriate comforts and luxuries for my 
wife.” 


Here are illustrative cases of the applica- 
tion of this discretionary power by my own 
bank: 


Trust No. 1002—Advanced one-half of 
fund due beneficiary in few months, to en- 
able him to make down payment on a home. 

Trust No. 1003—Beneficiary thrown out 
of employment. Paid him $500 extra to 
meet living expenses until reemployed. 

Trust No. 1004—Elderly person had be- 
come seriously ill. Decided to pay all neces- 
sary expense from principal fund, in addi- 
tion to income, and take care of all family 
needs as long as necessary. 

Trust No. 1005—To care for widow who 
has suffered a broken hip, we will sell 
whatever assets of the estate may be re- 
quired to provide her with needed funds. 


The popularity of such a policy when ap- 
plied to the “small” trust, living and testa- 
mentary, is easily imagined. Here is an op- 
portunity to make trust advertising history. 
The idea may not be easily reduced to eye- 
catching advertising phrases. But the suc- 
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cessful telling of the story to the man on the 
street is a challenge to your best efforts. 


In my own organization the exercise of 
this discretionary power is committed to a 
committee of seven senior and experienced 
officers who counsel with the administrative 
officer handling the account and review the 
evidence supporting the request for special 
aid. This is to assure mature, fair and pooled 
decisions both for the benefit of the bene- 
ficiary concerned and for our own legal pro- 
tection. Our trust forms have been drawn 
to assure intelligent exercise of this power, 
our organization is being schooled to empha- 
size and practice it, and our advertising is 
now publicly stressing it. Years of erron- 
eous thinking about this phase of our trus! 
service will have to be overcome. Our own 
house too must be put in the best of order 
Next, we must commit into your capabk 
hands the job of telling the story to the peo 
ple. It will doubtless take repetitious meth 
ods and all the skill and ingenuity you pos 
sess to change, through educational ané 
promotional methods, public thought con 
cerning us. Let us both set about at once t: 
do this job — you through skilled advertis 
ing methods, and we through personalize: 
interest and good trust practice. 





NEWS FROM NEW BUSINESS FRONT 


Lawyers on Air: During the past season, 
the Akron (Ohio) Bar Association spon- 
sored a series of monthly radio broadcasts 
to publicize their profession within the lim- 
its allowed by their by-laws. One of the talks 
dealt with wills, and to stimulate audience 
interest The First-Central Trust Company 
of Akron announced the talk on its own 
radio spot programs and enclosed a notice 
with its trust mailing timed to arrive a day 
prior to the talk. The local attorneys, ac- 
cording to Vice President O. H. P. Baldwin, 
appreciated this gesture of “cooperation in 
action.” 


Estate Planning Forum: Members of the 
Bar of Fulton and DeKalb Counties (Ga.) 
were guests of the Committee on Trust Af- 
fairs of the Atlanta Clearing House Associa- 
tion (representing the four local trust insti- 
tutions) at a forum discussion on Novem- 
ber 26. “Current Problems on Estate Plan- 
ning” was the subject and Gilbert T. Steph- 
enson the speaker. On the evening of the 
same day, the faculty and students of six 
Georgia law schools were tendered a dinner 
featuring Mr. Stephenson’s talk on will 
draftsmanship. The Atlanta banks were 
among the pioneers in sponsoring law school 
fiduciary contests and similar activities. 


Insurance and Trusteeship. “Never in the 
history of trust companies has cooperation 
with life insurance underwriters been as 
important or as productive of new trust 
business as it is today.” This is the opening 
sentence of an excellent article in the 
November F. A. A. Bulletin by M. D. Conk- 
lin, trust officer of The Fifth Third Union 
Trust Company of Cincinnati. Mr. Conklin 
maintains that the settlement option and 
the insurance trust each can be used to ad- 
vantage in appropriate situations, some of 
which call for a combination of the two. He 
makes suggestions for a practical working 
arrangement between the underwriter and 
the trustman. 


“Your Estate Under Trust Management.” 
This neatly printed brochure explains the 
personal and corporate trust services offered 
by Safe Deposit and Trust Co. of Baltimore. 
The last five pages, outlining the history, 
personnel and management policies of this 
strictly fiduciary institution, add a glow of 
warmth. 


Trust New Business Column 


Employee and Public Relations. Two re- 
ports issued by committees of the New 
York State Bankers Assn. deserve reading 
and are easy to read. One is entitled “Mak- 
ing People Like Your Bank’; the other is 
“Giving and Getting the Best in Bank Hu- 
man Relations.” A companion piece to the 
latter is an illustrated pamphlet called 
“Public Relations Is Up To You.” 


Investment management. “In a compila- 
tion of questions asked by persons discus- 
sing trust company service as executor or 
trustee, it was found that more persons 
asked questions about the management of 
investments than about any other phase of 
trust company service.” This statement ap- 
pears on the front of the recently mailed 
folder from State Street Trust Co., Boston, 
over the signature of president Allen 
Forbes. The, inside text describes the gen- 
eral policies of the company regarding su- 
pervision of investments. 


Established 1879 


New York’s Oldest Gallery 
Vanderbilt Ave. and 45th St. 


Sales of 
Art, Antiques and 
Literary Property 


Estates Appraised 
and Liquidated 


Sales conducted by 
E. M. Wagner and 
Ashbel Green, Jr. 


Under the Personal Direction of 


MRS. JAMES P. SILO 
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Bank Gives Economic 
Tea 


As part of an expanded sales 
and public relations program, 
Peoples-Pittsburgh Trust Com- 
pany last month held what is 
believed to be one of, if not the 
first, bank party of its kind — 
an Economic Tea. 

John Kinneman, Jr., vice- 
president, arranged for several 
hundred of the city’s leading 
women to be guests of the 
bank at a tea in the Twentieth 
Century Club on the afternoon 
of November 16. The principal 
address was given by Franklin 
Cole, noted economist and 
author, who discussed’ the 
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Refreshments being served to guests at Peoples-Pittsburgh 
Trust Co.’s Economic Tea 





country’s economic problems, 

the government’s fiscal and labor policies, 
price and wage controls all with especial 
attention to those phases most interesting 
to women. Robert Ferguson, vice-president in 
charge of trusts, spoke briefly on estate analy- 
sis. After the program, the scene was changed 
from the auditorium to the large dining room 
where tea and refreshments were served to the 
guests. 

The decision to hold this and similar meet- 
ings at regular intervals is based on the fact 
that they control 70% of the world’s wealth 
and a large share of their families’ wealth and 
are among the best prospects for trust busi- 
ness. 

Since, in the past, in the trust department 
most sales contacts with women had been 
through estate analysis, and then usually after 
the husbands had been consulted, Col. Robert 
C. Downie, now president but previously head 
of. the trust department and intimately ac- 
quainted with its activities, decided that wo- 
men frequently felt that the setting up of 
estates served primarily to restrict the wo- 
man’s access to her own funds. He believes 


Title Insurance 


Throughout Pennsylvania 


BERKS COUNTY TRUST 


COMPANY 
READING, PA. 


Member Federal Deposit Insurance Corporation 


that by more direct and frequent contacts with 
women, the bank can better explain the mul- 
tiple problems involved in setting up trusts 
and that it can show the true objectives provid- 
and that it can show the true objective provid- 
ing maximum security, certainty, comfort and 
management. 


Common Fund Set Up by 
Cleveland Trust 


A “General Trust Fund” has been created 
by the Estates Department of The Cleve- 
land Trust Company, chairman I. F. Frei- 
berger announced last month. This is the 
first common trust fund to be established in 
Cleveland and the second in Ohio. 


The assets are to be valued at the end of 
each month and a principal and income val- 
ue established for each unit. No specific unit 
value is established by the Plan. Income dis- 
tributions to the participating trusts will be 
made as of January 31st and quarterly. In- 
come will accrue from day to day. 


Investments in General Trust Fund will 
be made within the trustee’s discretion, at 
least 40% to be in cash and readily market- 
able securities. In his announcement, Mr. 
Freiberger commented: “Let no one jump 
to the erroneous conclusion that General 
Trust Fund has any objective other than 
those of diversification, conservation and 
producing as much income as is consistent 
with safety of principal. Investments will be 
chosen to meet these requirements. Appre- 
ciation of principal, if it should occur, would 
be incidental and not at all a primary objec- 
tive.” 





Where There’s A Will... 


ASTMAN KODAK chairman and form- 

er president Frank W. Lovejoy left his 
real estate and personal effects to his wife 
and the rest of his estate in trust with Se- 
curity Trust Company of Rochester, N. Y., 
to pay her the income. Upon her death, the 
trust is to be divided into two equal trusts 
for their sons. When each son attained the 
age of 25 (after Mrs. Lovejoy’s death) he 
was to receive $10,000 from principal; at 
age 30, one-quarter of the remaining princi- 
pal or $20,000, whichever is greater; at age 
35, one-third of the remaining principal, the 
income from the balance to be continued to 
be paid to them for their lifetime. Upon the 
death of each, his share is to be paid over 
in stated proportions to his widow and de- 
scendants, provided, however, that after 
either son marries he may by Will appoint 
his share to persons within the tax exempt 
class described in Section 811(f) (2) (A) of 
the Internal Revenue Code. (The latter pro- 
vision was made by a codicil executed after 
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the 1942 Revenue Act changed the tax status 
of powers of appointment. Mr. Lovejoy’s 
will originally permitted the sons to ap- 
point to anyone, which would have made the . 
trust funds taxable in their estates.) Dur- 
ing Mrs. Lovejoy’s lifetime, the trustee is 
authorized to pay the sons such amounts 
from principal as she may request in writ- 
ing, not exceeding in the aggregate $20,000 
for each son. These payments are to be made 


‘only between ages 21 and 30, and are to be 


charged against their principal shares upon 
the widow’s death. Mrs. Lovejoy and the 
trust company were appointed executors 
but she has renounced the appointment. 


*% * * 


ENERAL MALIN CRAIG, former 

Chief of Staff of the U. S. Army, left 
an estate of more than $260,000 to his son 
who receives the General’s tangible personal 
property and summer home outright and 
the income from a trust fund consisting of 
the rest of the estate. Upon the son’s death, 
the income is to be paid to his children in 
equal shares until the youngest reaches 21, 
at which time the trust fund will be dis- 
tributed to the children, the share of any 
deceased child to be paid to his descendants. 
If all of General Craig’s descendants die be- 
fore the termination of the trust, the income 
is to be paid to his daughter-in-law and the 
principal! on her death to his heirs and next 
of kin. Union Trust Company of Washing- 
ton, D. C., is appointed executor and trustee 
of the will. 


ARVEY FLEMING, former editor of 

the Kansas City Journal, left his resid- 
uary estate of more than $50,000 in trust 
to provide scholarships for young people 
who have proved themselves to be better 
than average players of golf; the game 
which Mr. Fleming credited with the re- 
covery of his health. The trustee — First 
National Trust and Savings Bank of San 
Diego — will hold a 72-hole tournament each 
fall with awards not exceeding $200 to con- 
testants scoring 360 or better. The prize is 
to be applied to tuition at any college se- 
lected by the winners. Ten percent of the 
income is to be accumulated each year until 
the fund reaches $100,000. The Bank is also 
named executor. 





Wide Ownership of Savings 


Studies made by Government economists on 
the broadened distribution of savings by in- 
come classes during the war indicate a signifi- 
cant change in the pre-war pattern of the 
ownership of the liquid wealth of the country, 
according to the Institute of Life Insurance. 

Total accumulated individual savings, includ- 
ing currency and bank deposits, for this period 
—1942 through 1944 with an estimate for 1945 
made shortly after the Japanese surrender— 
are placed at approximately $132 billions. 

The studies indicate that the families and 
single individuals making up the income class- 


es under $5,000 a year will have nearly $59 » 


billions in savings by the end of this year—a 
sum greater than the total of liquid assets 
owned by all the people before Pearl Harbor 
as shown in a recent Federal Reserve compila- 
tion. 

The Government studies on the distribution 
of savings attempt to make allowances for 
estimated effects of postwar unemployment 
this year on savings. At the same time they 
recognize that for the time being unemploy- 
ment insurance will in many cases curtail the 
necessity for large drafts on savings for living 
expenses. 

Individuals with annual incomes in excess 
of $5,000 probably held most of the amount 
of liquid assets outstanding before the war. 
The situation is different today. The Treas- 
ury estimates that 85 million people, or some 


U. S. SAVINGS MORE THAN 
DOUBLED SINCE 1941 
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60 per cent of the population, have brought 
Savings Bonds alone outside of other savings. 

This development places a direct obligation 
on the people at large to conserve their “nest 
eggs” and to keep on saving wherever possible 
in U. S. Savings Bonds, life insurance and 
other ways, as the Government recommends. 
The reason is the current strength of infla- 
tionary pressures, which have not diminished 
with the end of the war and which will persist 
until volume production of peacetime goods is 
attained to meet the widespread shortages. 
This balance provided by high production is 
still months away in the majority of cases, and 
even longer in some lines. In view of this, 
any unnecessary spending at this time will only 
aggravate the situation and bring the danger 
of inflation nearer to realization. 

An added necessity for restraint in current 
spending is the liquidity of wartime savings. 
Current Government data indicate that more 
than 80 per cent of these savings are held in 
cash or Government securities, with the great- 
er part of the latter consisting of U. S. Sav- 
ings Bonds. P 

Total savings accumulated by the income 
classes under $2,000 a year are estimated at 
approximately $11 billions by the end of this 
year. This is a significant development, since 
the groups with incomes under $2,000 a year 
are normally placed in the “no-savings” cate- 
gory because of the fact that savings by some 
are offset by dis-savings of others. 
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Savings — Investment Survey 


About 60% of the individual savings of 
$127.6 billions at the end of 1944 are estimated 
to be held by people with incomes of $5,000 
or less. The recent survey in New York state, 
published in the November Fortune, reports 
that 84% of those interviewed (a fair cross- 
section of the national picture) were saving 
in the form of war bonds, 74% via life insur- 
ance, 60% in savings accountas, 16.8% through 
employers’ pension or savings funds. 

Of the 22.3% reporting investment in corpor 
ate securities, a classification by economic 
levels showed: 77% of “prosperous,” 42.2° 
of middle, only 14% of lower middle and 3.4°: 
of “poor” using this avenue for savings. 

Motives or objectives ascribed are suggestive 
of trust publicity themes, the highest sing] 
percentage (25.7) are saving to buy a home, 
21.8% for old age with another 12.7% “ger- 
eral saving or future security.” Educatio 
ranks high (16.4%) as an objective, bein: 
ahead of plans for material purchases such =: < 
household furnishings and equipment, and ai.- 
tomobiles. The survey points out that plars 
and actions do not coincide too closely, bit 
the general concern over providing one’s ov 
security seems to indicate a brake on runawe /’ 
savings and war bond withdrawals and ther 
immediate spending. 





COMPARATIVE FEES OF EXECUTORS 


FLOYD O. SHELTON 
Vice President & Asst. Trust Officer, Fort Worth National Bank, Texas 


ROM a review of the practice in each 

of the 48 states, the District of Colum- 
bia and Hawaii, there seem to be three gen- 
eral bases for determination of the fees to 
which an Executor or Administrator is en- 
titled. In many states we find that a com- 
bination involving the use of two of such 
bases is used. 


1. In 20 of the states and the District of 
Columbia the matter is left to the determin- 
ation of the Court which fixes the fee in 
each case, based on the particular circum- 
stances involved. In some instances a statu- 
tory minimum and maximum are fixed with- 
in which the Court must fix the fee. Many of 
the heavily populated states follow this 
method, among them Connecticut, Delaware, 
Illinois, Massachusetts and Pennsylvania. 
In a Connecticut case, Hayward v. Plant, 
the Court said: 


“Under our law an executor, admin- 
istrator, trustee, or guardian is entitled to a 
reasonable compensation for his services 
depending upon the circumstances of the 
case ... In this connection, ‘reasonable’ 
means what is fair in view of the size of 
the estate, the responsibilities involved, the 
character of the work required, the special 
problems and difficulties met in doing the 
work, the results achieved, the knowledge, 
skill, and judgment required of-and used 
by the executors, the manner and prompti- 


From address before Annual Meeting of Trust Sec- 
tion, Texas Bankers Assn., San Antonio, Nov. 16. 


tude in which the estate has been settled, 
and the time and service required, and any 
other circumstances which may appear in 
the case and are relevant and material to 
this determination.” 


This strikes me as being the most equitable 
method of dealing with this troublesome 
problem, although in Texas with our Inde- 
pendent Administrations it probably would 
not be a practical solution of our particular 
problem. 


2. 22 states and Hawaii use the value of 
the property handled by the Executor as the 
basis for determination of the Executor’s 
fee. In some of these states a combination of 
the value of the property and receipts or re- 
ceipts and disbursements is used as the 
basis. In some of these states the fee is 
based only on the value of the personalty. In 
this general category we find, among others, 
the states of California, Florida, Hawaii, 
New Jersey, New Mexico and Oklahoma. 
Hawaii uses an interesting combination 
based on value of all property and income 
received. It is as follows: 

Based on Income Received each year :— 

First $1,000 at 10% 

Next 4,000 at 7% 

Over 5,000 at 5% 
Based on Principal of the Estate— 


First $ 1,000 at 5% 
Next 9,000 at 4% 
Next 10,000 at 3% 
Next 30,000 at 2% 
Over 650,000 at 1% 
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3. In the last category — those states in 
which the Executor’s and Administrator’s 
fee is based on cash receipts and disburse- 
ments — we find Texas and three others: 
Georgia, New York and South Carolina. One 
of the worst evils involved in this method is 
the fact that a man can make no accurate 
estimate of the administration expenses 
which his estate will be called upon to pay. 

I have made some comparisons of fees 
which would be earned in several jurisdic- 
tions on hypothetical estates of $20,000, 
$50,000, $100,000, $500,000 and $1,000,000. 


$20,000 
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INDIANA TRUST CONFERENCE 


The Fourth Trust Conference of the In- 
diana Bnakers Association will be held at 
Indianapolis on January 23, at the Lincoln 
Hotel. Tentative program plans include dis- 
cussions on the prudent man rule, new business 
development, and trust department operating 
costs. The Trust Committee has urged bankers 
to invite their attorneys to the conference in 
order to bring about closer relations between 
the lawyers and the trustmen. 





$50,000 $100,000 $500,000 $1,000,000 





920 
730 
520 
770 
585 
560 


Arizona ae 
California 

Florida 

Hawaii . 

Oklahoma 

Utah 


680 
3.4% 
$ 250 
1.25% 


Average $ 


To compare the Texas fee with these I 
have had to assume certain facts. They are 
that the receipts and disbursements on 
which the fee would be based are as follows: 


$ 20,000 estate 
$ 50,000 estate 
$100,000 estate 


$ 5,000 
10,000 
20,000 


On the $500,000 and the $1,000,000 estates 
the amount would be double the estimated 
Federal Estate Tax. 


Allowing for inaccuracies in the facts as- 
sumed, it is obvious that our fees are 
pitched on the wrong basis. Our fee does not 
provide sufficient compensation in the 
smaller cases and tends to accelerate with 
the increasing size of the estate. If we insist 
on sticking to the letter of the law, which in- 
cidentally was adopted in 1876, in the collec- 
tion of our fees we undoubtedly will find 
that many of our wealthier prospects will at 
least be tempted to appoint friend wife or 
‘some other relative as Executrix or Execu- 
tor merely to save the fee or at least keep 
it in the family. 


Our Fee Committee should make a special 
study and report its findings to the next an- 
nual meeting of this group. The matter 
could, of course, be solved by proper legisla- 
tion. If this course is not feasible, then I 
should like this group to adopt a guide to 
fair charges for our services as Executor. 


$ 20,120 $ 
5,830 
10,120 
6,690 
12,425 
5,360 


$ 4,120 
1,830 
2,120 
2,050 
2,425 
1,360 


$ 2,120 
1,330 
1,120 
1,445 
1,175 

860 


$ 10,090 
2.0% 

$ 12,650 

2.53% 


$ 2,317 
2.31% 

$ 1,000 
1% 


$ 1,340 
2.68% 
$ 500 
1% 





The Forgotten Men of the ‘40s 


Back in the early ’30s — those not so dear 
days we hope are beyond recall — the phrase 
“the forgotten man” rang lustily as a call to 
political arms. Many men had either lost their 
jobs without having been humanly able to 
save, or had improvidently spent as they went. 
Wages and salaries dropped from $52.4 bil- 
lion for the country as a whole, in 1929, to 
$28.6 billion in 1933. By 1941 total payments 
in wages and salaries had passed the 1929 
mark and in the year 1944 amounted to $100.6 
billion — the highest of all time. 


The picture for property income (from divi- 
dends, interest, rents and royalties) followed 
the same course between 1929-33 with a reduc- 
tion of 43% from the $15.3 billion figure of 
1929. But it has never recuperated, let alone 
made new historic highs. The present day for- 
gotten man is the provident saver. From a low 
of $8.7 billion in 1933, it climbed gradually to 
$12.3 in 1941 and for the year 1944 amounted 
to $15.1 billion. 


Dollars 
(In billions) 
1929 1944 


$82.6 $148.1 
63.4% 67.9% 

15.7 

10.2 

6.2 


National Income 
Comparison 


Total Income 

Wages and Salaries __ 
Proprietors Income ___... 
Property Income 

Other Income 


Source: Dept. of Commerce 





EFFECT OF FEDERAL TAXES ON GROWING ENTERPRISES 


J. KEITH BUTTERS and JOHN LINTNER 
Harvard University 


Digest of a Howard Business School Study 


HE principal conclusions of the authors 
follow: 


1. In the development-of-the-idea stage 
of a new enterprise taxes are seldom of 
dominant importance. 


2. As a business develops beyond the 
“idea” stage to the point at which produc- 
tion appears feasible, tax considerations be- 
come progressively more important. 

3. At this stage, and beyond, high corpo- 
rate taxes are typically much more repres- 
sive in their effects than are high personal 
taxes — at least so long as capital gains 
continue to receive very favorable treat- 
ment. 

4. High corporate taxes restrict the growth 
of small companies: 

(a). By greatly reducing the attractive- 
ness of risky expansions to the manage- 
ments of small companies; 

(b). By curtailing the amount of capital 
available from retained earnings to finance 
such expansions; and 
(c). By making the acquisition of outside 
capital on satisfactory terms much more dif- 
ficult. 

5. In each of these respects the restrictive 
effect of high personal taxes appears to be 
much less severe. 

6. Retained earnings are an especially crit- 
ical source of funds for the expansion of small 
enterprises: 

(a). The owners of small companies fre- 
quently place great importance on the main- 
tenance of a strong control position and of 
their personal freedom of action. To the 
extent that they do so, they will be reluc- 
tant to undertake expansions which must be 
financed by outside capital. 

(b). Many small companies—even com- 
panies with promising growth prospects— 
find it extremely difficult or impossible to 
raise outside capital on reasonably favorable 
terms. 

7. In almost every respect high taxes are 
less repressive on large, established corpora- 
tions than on small, growing firms. 

(a). High taxes reduce the profit expect- 
ancy of new expansions by large companies 
much less severely than they restrict similar 
expansions undertaken by small, independent 
companies. 


\ 


(b). Large, established companies have 
substantial amounts of funds coming avail- 
able from their noncash expenses in addition 
to whatever earnings they may be able to 
retain after taxes. These funds may be 
used to finance the introduction of new pro- 
ducts and technical innovations. 


(c). Finally, large, established companies 
generally can acquire new capital on much 
more favorable terms than can small com- 
panies. In addition to their ability to float 
common stock with relative ease, they can 
usually issue preferred stocks or bonds— 
alternatives available to small companies 
only on a limited scale, on more expensive 
terms, and usually at great risk to the com- 
mon stockholders. 


8. Thus, unless special adjustments are made 
to relieve the burden of a flat-rate corporate 
tax on small companies, such a tax would tend 
to promote an increased degree of industrial 
concentration in addition to restricting the 
growth of small, independent companies. 


9. It would be possible substantially to re- 
lieve the tax burden on most small, growing 
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companies without greatly diminishing Federal 
revenues. This study clearly emphasizes the 
need for such relief. But it makes no attempt 
to examine the many problems which would 
arise in formulating the precise character of 
this relief. 


10. The financial problems confronting small 
firms are particularly acute in times of de- 
pression and market pessimism—at such times 
it is practically impossible for most small com- 
panies to acquire new equity capital on ac- 
ceptable terms. Indeed, perhaps the surest 
way to improve the position of small firms 
would be to follow an economic policy that 
would promote a high level of economic activ- 
ity. The indirect effects of general prosperity 
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would be far more powerful than any specific 
measures which could be taken to break down 
the barriers between small companies and the 
capital market. 


11. As a final point, existing imperfections 
in the capital market and the general unwill- 
ingness of individual savers to assume the 
risks of ownership emphasize the possibility 
that venture capital may be scarce at a time 
when there is general oversavings in the econ- 
omy. Failure to recognize that over-savings 
and shortages of venture capital are not mu- 
tually incompatible has led to many state- 
ments of doubtful validity by both proponents 
and opponents of the oversavings thesis. 


WAGES DURING THE TRANSITION PERIOD 


JULES BACKMAN and M. R. GAINSBRUGH 


Digested from A National Industrial Conference Board Study in Business Economics 


TRIKES and mass labor unrest mar the 

possibilities of rapid reconversion and 
have already resulted in the loss of irre- 
placeable time. Labor currently seeks high- 
er wage rates (a) to keep its earnings at 
wartime levels, despite a reduction in the 
number of hours worked; and (b) to com- 
pensate for increases previously denied be- 
cause of wartime wage controls. Official 
encouragement has been given to such de- 
mands. At the same time, manufacturers 
and distributors are faced with a continua- 
tion of tight price controls. 

Wage demands are today being pushed most 
aggressively in the very industries in which 
wartime increases were most pronounced. We 
face the paradox of unemployment which 
would customarily mean lower wage rates and 
at the same time organized pressures for high- 
er wage rates by those who still hold jobs. 

An examination of the wartime record re- 
veals that the position of workers in manu- 
facturing was steadily improved. Wages reach- 
ed an all-time peak whether measured on the 
basis of annual, weekly or hourly earnings. 
Even after allowing for withholding taxes and 
war bond purchases, “real” weekly earnings 
(corrected for changes in the cost of living 
index) were almost a third higher at the war’s 
end than in September, 1939, and a fifth higher 
than in January, 1941. Labor’s share of the 
national income also increased steadily. 

The aggregate loss in total wages and salar- 
ies arising from all causes by the end of 1946, 
including reduced hours, loss of overtime, un- 
employment and the exodus from higher-paid 
war industries may amount to about a fifth 
of the wartime peak. Assuming a temporary 
reduction of $20 billion in the nation’s wage 


and salary bill, the transition level of pay- 
ments would still be some $30 billion greater 
than in 1941, and fully $48 billion more than 
in 1939. Thus, wages will still be well above 
previous peacetime levels. 
Six arguments are most frequently advanced 
to justify substantial increases in wage rates: 
1. Labor productivity has increased 
2. Industry has made large wartime prof- 
its and therefore can afford to pay higher 
wages 
The rise in the cost of living has outrun 
wage increases 
Weekly earnings will be reduced because 
various wartime adjustments, other than 
those in basic rates, will be reversed 
5. A general wage increase is necessary to 
prevent a deflationary spiral. 
6. To sustain prosperity we must expand 
consumer purchasing power 
The arguments that wage increases are 
necessary to maintain purchasing power or to 
forestall deflation are found to be completely 
fallacious. Consumer purchasing power in the 
period ahead will exceed the supply of goods 
at current prices. Continued large-scale deficit 
financing, the spending of liquid assets ac- 
cumulated by individuals and corporations dur- 
ing the war, and income payments made for 
labor, raw materials and other factors of pro- 
duction while reconversion is in process will 
contribute to this excess of purchasing power. 
It is also found that the increased produc- 
tivity grossly exaggerates the significance of 
the wartime changes because it incorrectly im- 
putes to civilian industries the advances that 
have been made in the production of weapons 
of war. The profit position of some firms un- 
doubtedly will permit the payment of higher 
wages. However, the “high profits” argument 











ignores the temporary character of wartime 
earnings in most cases. Past profits do not 
provide evidence of continued ability to pay 
higher wages out of future earnings. 

The wartime increase in the cost of living 
index has been about 30%. After allowances 
for all likely downward changes during the 
transition, it is probable that straight-time 
wage rates will continue to be some 30% to 
35% above the pre-war rate. Thus in the 
months ahead, there should be no impairment 
of workers’ pre-war living standards. This, 
however, is an average picture. Wage adjust- 
ments on this basis would have the greatest 
merit in those industries in which hourly rates 
have not risen as much as living costs. 

Moderate wage adjustments are feasible and 
desirable in many cases. But the over-all in- 
crease of 30% demanded in many industries 
cannot take place without sharp price in- 
creases which will cancel out part of the wage 
increase and which will hurt groups living on 
fixed incomes and those not in a position to 
obtain corresponding income adjustments. 

Our official transition wage policy is geared 
to a faulty price policy. On this basis, fortun- 
ately situated groups of workers in an indus- 
try are permitted to obtain higher compensa- 
tion while other workers in the same industry 
are ineligible for a similar wage increase. This 
is a highly unrealistic standard for determin- 
ing wage adjustments. 

Labor today is more highly organized and 
better equipped to bargain with industry than 
ever before. Both labor and industry are will- 
ing to return to the traditional processes of 
unhampered collective bargaining at arm’s 
length. However, collective bargaining at pres- 
ent is not free. It cannot work so long as wage 
agreements remain subject to the govern- 
ment’s wage-price policy, which is supposed 
to anticipate or govern the effect of increased 
wages upon the price structure. 


a es 


Small Trust Conferences 


Another series of regional conferences for 
smaller trust departments is being conducted 
this month in New York State by Gilbert T. 
Stephenson, director of the Trust Research De- 
partment of the Graduate School of Banking, 
A.B.A. One-day meetings are being held from 
December 10 through 14 at Jamestown, Bing- 
hampton, Syracuse, Albany and New York 
City, respectively. Similar conferences have 
been held in Virginia and Connecticut, and are 
planned for a number of other States during 
the coming year. 
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Clyde M. Davis, New Hampshire Bank Com- 
missioner, was advanced to the presidency of 
the National Association of Supervisors of 
State Banks at the closing of their annual 
meeting in New Orleans. 


Wages and Profits 


The key proposal in the new wage policy is 
that the increases in the pay should be taken 
out of profits. In his presentation of the new 
policy the President said that management and 
labor must determine from time to time to 
what extent costs have been reduced and pro- 
fits have been increased, and how far these can 
properly be passed on in the form of increased 
wages. This appears to imply that agreements 
would be worked out between management and 
labor by which rather constant and restricted 
amounts of any profits which might be earned 
would be allocated to the company for reserves 
and dividends, and the rest would be passed on 
to labor as wage increases. 


There are three nearly insuperable objec- 
tions to this procedure in a free, competitive 
economy. The first is that it would greatly 
restrict the volume of earnings that could be 
retained by the company in years of good earn- 
ings, and plowed back into the company in the 
form of expansions and betterments. But that 
is the chief way by which American industry 
has financed its expansion during its entire 
existence. It is almost the only possible way 
for young companies to grow. 


In the second place if earnings above re- 
stricted amounts should have to be paid out in 
wage increases there would be almost no new 
venture capital. That would bring disaster 
because it is venture capital which creates new 
jobs which we need now as never before. Fin- 
ally if the proposed procedure went into effect 
it would stifle competition because manage- 
ment would be little tempted to strive to cut 
production costs in order to increase volumes 
of sales and thereby increase profits. The new 
policy would promote stagnation. There just 
isn’t any way to put costs up, and to hold 
prices down, and to be prosperous while doing 
those two things. 


Cleveland Trust Co. Business Bulletin, Nov. 15, 1945, 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


ALABAMA 


Birmingham—Newly elected trust officers of 
the FIRST NATIONAL BANK art Arthur J. 
Bowron, attorney, and Carl Heartburg, former 
investment manager of the trust department 
of the Chicago Title and Trust Co. Mr. Bow- 
ron was associated with Bradley, Baldwin, All 
& White after graduation from Harvard Law 
School in 1934. Commissioned a first lieuten- 
ant in the Army in 1942, he was discharged in 
August with the rank of captain. Mr. Heart- 
burg, after receiving his degree from Harvard 
School of Business Administration in 1927, did 
graduate work at Loyola and Rutgers. 

CALIFORNIA 

San Francisco — Benjamin C. Corlett has 
been appointed vice president of the AMER- 
ICAN TRUST CO. He will complete his term 
of office as State Superintendent of Banks the 
end of this year, and is a past president of 
the California Bankers Association. 

San Francisco—BANK OF AMERICA N.T. 
& S.A. announced the election of Eric A. 
Johnston, president of the Chamber of Com- 
merce of the United States, as a director. 


DISTRICT OF COLUMBIA 


Washington—Daniel W. Bell, Under-Secre- 
tary of the Treasury, will resign as of January 
1 to succeed Corcoran Thom as president of 
AMERICAN SECURITY AND TRUST CO. 


GEORGIA 
Atlanta—James D. Robinson, Sr., has been 
elected chairman of the board of the FIRST 


NATIONAL BANK, succeeding the late John 
K. Ottley. He was previously vice chairman. 


ILLINOIS 


Chicago—The following appointments were 
recently announced by the CHICAGO TITLE 
& TRUST CO.: Herbert R. Collins as assistant 
secretary; Raymond E. Lindskog as escrow of- 
ficer; Daniel S. Wentworth, Jr., as attorney. 


“Providing thoroughly 


modern trust services 


First AND MERCHANTS 
National Bank of Richmond 
Member Federal Deposit Insurance Corporation 


Chicago—Laurier F. Uttley has been ap- 
pointed trust officer to develop new business 
at the LA SALLE NATIONAL BANK, having 
recently resigned from the Bankers Trust Com- 
pany of Detroit. 


INDIANA 


Elkhart—At FIRST OLD STATE BANK,,. 
Clifford P. Martin was elected vice president, 
cashier and trust officer, succeeding the late 
John H. Kelly. 


Elkhart—N. Fred Reich, trust officer, ST. 
JOSEPH VALLEY BANK, has also been elect- 
ed vice president; Lieutenant John A. Geyer, 
trust officer. The latter returned from over- 
seas duty with an Army military police escort 
guard detachment. 


Evansville—H. Leroy Austin, trust officer, 
was elected vice president at the OLD NA- 
TIONAL BANK. 


Kokomo—With the death of E. M. Matthews, 
trust officer of UNION BANK & TRUST CO., 
Don Sellers becomes manager of the trust de- 
partment. 

MISSISSIPPI 
Jackson—Buford Yerger, secretary of the 
Mississippi Bank- 
ers Assn., has 
been elected 
vice president and 
trust. officer of 
the COMMER- 
CIAL BANK & 
TRUST CO. Prior 
to his association 
with the Mississ- 
ippi Bankers, Mr. 
Yerger was as- 
sistant to the 
president of the 
Mississippi Pow- 
er and Light Co., 
and from 1936 to 
1941 was clerk of 
BUFORD YERGER the House of 
Representatives 


NEW JERSEY 


Newark—Robert L. Knight has been ap- 
pointed assistant public relations officer of 
THE HOWARD SAVINGS INSTITUTION. 

Newark—The John E. Clayton Agency of 
the Massachusetts Mutual Life Insurance Co. 
announces the addition of W. Deane Pruden 
to its staff. Mr. Pruden is a former aesistant 
trust officer of the FIDELITY UNION TRUST 
CO of this city, and co-founder and first pres- 
ident of the Life Insurance and Trust Council 
of North Jersey. 

Paterson—PATERSON NATIONAL BANK 
announced the election of Benjamin P. Rial 








as president and 
trust officer to 
succeed Walter 
D. Cameron, who 
will resign De- 
cember 31. Mr. 
Rial has been ex- 
ecutive vice pres- 
ident since 1942; 
Mr. Cameron will 
represent the in- 
terests of the 
family of the late 
John E. Barbour, 
who was a direc- 
to of the bank 
for 45 years, and 
he will remain a 
director and 
member of the trust committee of the bank. 
Albert S. Currie, who was with the armed 
forces for two years, returned to his desk as 
assistant trust officer. 





BENJAMIN P. RIAL 


NEW YORK 


New York—CITY BANK FARMERS TRUST 
CO appointed Philip A. Miller a vice president. 
He was formerly assistant vice president. 
Marc A. Rieffel and Sanford L. Smith, former- 
ly assistant trust officers, were appointed 
trust officers. 


New York—Senior vice president of the 
COMMERCIAL NATIONAL BANK _ ss since 
January, 1944, 
John M. Budinger 
was elected pres- 
ident of the bank 
to succeed Walter 
G. Kimball, who 
becomes chair- 
man of the board 
and continues as 


chief executive 
officer. William 
T. Taylor, for- 
merly president 
of’ the Union 
Trust Company 


of Springfield, 
Mass., and more 
recently vice 
president of the 
Guaranty Trust Co. of New York, was elected 
a director and vice chairman of the board. 





JOHN M. BUDINGER 


New York—William H. Gambrell, a lieuten- 
ant-colonel with the U. S. Army until recently, 
was elected a vice president in the personal 
trust department of THE NEW YORK TRUST 
CO. Appointment is also announced of Carl 
H. Bruns as assistant trust officer. Mr. Gam- 
brell formerly specialized in trusts and estates 
with the law firm of Cravath, deGersdorff, 
Swaine & Wood. 
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Rochester—Bruce Percy has been elected as- 
sistant trust officer of the GENESEE VAL- 
LEY TRUST CO. 


OHIO 


Cincinnati—Reuben B. Hays resigned as first 
vice president of the Federal Reserve Bank of 
Cleveland to become executive vice president 
of the FIRST NATIONAL BANK. 


PENNSYLVANIA 


Pittsburgh—S. H. Chelsted has been ap- 
pointed publicity director of PEOPLES- 
PITTSBURGH TRUST CO. He was formerly 
assistant executive officer of the Pittsburgh 
Ordnance District and was district manager 
and sales promotion manager of the Chrysler 
Corp. 


TEXAS 


Tyler—James R. Harrell became head of 
the credit department and assistant trust offi- 
cer of the TLYER STATE BANK & TRUST 
Co. 

Victoria—Harvie A. Jamison retired on 
December 1 as State Banking Commissioner 
and became vice president of the VICTORIA 
BANK & TRUST CO. L. S. Johnson will suc- 
ceed him as commissioner. 


VIRGINIA 


Culpeper—THE CULPEPER NATIONAL 
BANK, granted trust powers recently, an- 
nounced that Giles H. Miller, Jr., trust officer, 
will be in charge of the trust department, with 
William D. Cannon, assistant trust officer aid- 
ing him. Both are part-time on trust work. 
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TRUST INSTITUTION BRIEFS 


Palo Alto, Cal.—Charter has been issued by 
the Comptroller of the Currency to the ANGLO 
CALIFORNIA NATIONAL BANK OF SAN 
FANCISCO to operate a branch at 250 Uni- 
versity Avenue, Palo Alto. 


Atlanta, Ga. — 
Miss Ethleen 
Lasseter, trust 


audito r of the 
FIRST NATION- 
AL BANK, has 
been appointed 
national presi- 
dent of the Amer- 
ican Women’s So- 
ciety of Certified 
Public Account- 
ants. 

Savannah, Ga, 
—Colonel Joseph 
H. Thompson, 
vice president and 
trust officer of 
the SAVANNAH 





ETHLEEN LASSETER| 
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BANK & TRUST CO., has been elected pres- 
ident of the Savannah Kiwanis Club for 
1946. His title of Colonel derives from action 
with the 118th Field Artillery in France in 
World War I. 

Wilmington, Del.—On November 30th, the 
SECURITY TRUST CO. observed its 60th 
anniversary. Security Trust functioned for its 
first two years in the handling of estates and 
other trust matters; it was then granted bank- 
ing powers, and now has total banking assets 
of $26,500,000 and trust funds exceeding 
$50,000,000. 

Chicago, [ll.—More than 6,000 students from 
Chicago public and parochial high schools as 
well as suburban high schools will be special 
guests of the CHICAGO TITLE & TRUST 
CO during the fall and winter broadcasts of 
the Chicago Symphony Orchestra, heard on 
Wednesday evenings from 8 to 9 o’clock over 
station WCFL. 

Hammond, Ind.—Mercantile Bank, a state 
member of the Federal Reserve System, has 
converted into a national bank under the title 
of MERCANTILE NATIONAL BANK OF 
HAMMOND. 

_ Kokomo, Ind.—Sometime after the first of 
the year, the newly organized FIRST NA- 
TIONAL BANK will open a trust department, 
to be under the supervision of Fred C. Goyer, 
assistant cashier. Donald B. Smith, former 
executive vice president of the Mishawaka Na- 
tional Bank, is president. 

Crookston, Minn.—CROOKSTON NATION- 
AL BANK has been granted trust powers un- 
der the Federal Reserve Act. (Conversion of 
Crookston Trust Co.) 


New York, N. Y.—CHEMICAL BANK & 
TRUST CO. announced payments on December 
10th, of a bonus on annual salaries to all of- 
ficers and employees, amounting to 10% on 
the first $5,000., with additional 7% on the 
next $5,000 and an additional 4% on all salar- 
ies above $10,000. The Chemical Bank has 
made a practice of paying a Christmas bonus 
since 1870. 
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Cleveland, Ohio—NATIONAL CITY BANK 
announced additional compensation to em- 
ployees amounting to 50% of the monthly sal- 
ary of employees on the payroll October 31 
who were employed by the bank prior to Jan- 
uary 1, 1945, and 25% of the monthly salary 
to those employees who were employed by 
the bank between January 1, 1945 and October 
31, 1945. Employees who have been on leave 
for military service and who have returned 
to the bank will receive 50% of their monthly 
salary regardless of the time of reemployment 
if before December 10, the date of payment. 

Pittsburgh, Pa.—Col. Robert C. Downie, re- 
cently elected president of PEOPLES PITTS- 
BURGH TRUST CO., has been awarded the 
Legion of Merit for “his judgment and tact in 
dealing with contractors engaged in the manu- 
facture of various items allocated to Pitts- 
burgh Ordnance District for procurement and 
his leadership in developing practicable pro- 
cedures pertaining to contract terminations, 
together with his meritorious conduct of all 
tasks common to the District Office, which 
constituted an outstanding contribution to the 
war effort.” 

Vancouver, Canada—MONTREAL TRUST 
CO. has moved its British Columbia branch of- 
fice to the Hall Building at Pender and Howe 
Streets, Vancouver, in order to meet increas- 
ing demands for trust services. D. E. Kerlin 
is manager of this office. 


New Trust Association Formed 


Following a meeting of trust company man- 
agers on November 7, a Trust Companies As- 
sociation of the Province of New Brunswick 
was formed. President of the Association is 
John Gillis, Manager of the Saint John branch 
of the Eastern Trust Company; E. H. Ritcey, 
General Manager of the Central Trust Com- 
pany of Canada, Moncton, was chosen Secre- 
tary; other members of the Executive are: 
E. B. Harley, Manager of the Saint John 
branch of the Royal Trust Company; Hedley 
C. Wilson, Manager of the Maritime Trust 
Company, and R. F. Wright, Manager of the 
Canada Permanent Trust Company, Saint 
John. 


The objects of the Association, according to 
advice from Mr. Ritcey, are “to promote the 
interest and general welfare of the Trust Com- 
panies engaging in fiduciary business in the 
Province of New Brunswick and practising and 
advancing the interests of their clients, by 
affording through means of the Association 
and otherwise, opportunities for the discussion 
and consideration of questions affecting such 
companies in their fiduciary and other capa- 
cities, and to further. personal acquaintance 
among the officers of such companies.” 





“For 
Honorable 
Service 


To Our 
Country” 


Birmingham, Ala. — Lieutenant Henry S. 
Lynn returned to the BIRMINGHAM SAV- 
INGS & TRUST CO. as vice president and 
manger of the securities department, after 
duty in the U. S. Navy. 


San Francisco, Cal.—John G. Hatfield, as- 
sistant trust officer, AMERICAN TRUST CO., 
has returned to his duties with the bank after 
military leave of absence. 


Hartford, Conn.—Greeley Sturdivant has re- 
turned to HARTFORD NATIONAL BANK & 
TRUST CO. as trust officer after extended 
service in the armed forces. 


Wilmington, Del.—Three recently returned 
servicemen to the EQUITABLE TRUST CO. 
are: George R. Dougherty, trust officer (after 
three years in the Navy); George E. Dutton, 
Jr., trust administration division (after Naval 
service in the European ehtatre); and A. 
Cleaver Bolton, tax section (Pacific theatre 
service). 

Washington, D C.—Lieutenant Henry H. 
Lefferts has returned to his duties as assistant 
trust officer of the WASHINGTON LOAN & 
TRUST CO. after three years in the Naval 
Reserve. 


Chicago, Ill—Colonel O. P. Decker, on mili- 
tary leave from the AMERICAN NATIONAL 
BANK & TRUST CO. since July 1942, returned 
as vice president of the bank’s investment de- 
partment. He has been awarded the Legion of 
Merit and a citation for his activities in the 
Control Division Headquarters, Army Service 
Forces, for introduction of new management 
and operating methods in property accounting 
and issue procedures of the army. 


Chicago, Ill—Sergeant James E. Marshall 
has resumed his duties as assistant trust of- 
ficer of the METROPOLITAN TRUST CO., 
after duty in the U. S. Army in the Pacific 
theatre. 


Oak Park, Il].—Lt. Colonel Chester D. Sef- 
tenberg, released from duty in the Air Corps, 
has returned to OAK PARK TRUST & SAV- 
INGS BANK as vice president and trust offi- 
cer. He was specially commended for his per- 
formance of the duties of Technical Executive 
of the AAF Materiel Command. He is a for- 
mer president of the Illinois Bankers Associa- 
tion Trust Division and of the Wisconsin Trust 
Companies Association. 


Wichita, Kansas—Lt. Colonel John R. Tucker 
has been elected assistant trust officer of the 
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FIRST NATIONAL BANK, on returning from 
service in the Army Finance Division. 

Detroit, Mich.—Colonel Henry T. Bodman, 
vice president of the NATIONAL BANK OF 
DETROIT, has returned to his duties after 
being on military leave since January 1941. 

Cincinnati, Ohio—Lieutenant Edward W. 
Nippert, senior trust officer of the FIFTH 
THIRD UNION TRUST CO., who served in 
the Naval Reserve, Armed Guard Service, 
European and Pacific theatres of war, has re- 
sumed his duties at the bank. 

Philadelphia, Pa.—Lt. Colonel Erwin A. 
Stuebner has returned as vice president in the 
trust department of the FIDELITY-PHILA- 
DELPHIA TRUST CO., after more than three 
years of overseas service in the Army Air 
Forces. 

Chattanooga, Tenn.—Thomas A. McCoy, who 
has served in the Navy as a lieutenant (s.g.) 
since the spring of 1942, has been elected as- 
sistant trust officer of. the AMERICAN 
TRUST & BANKING CO. 

0 


82% of Veterans Return to Bank | 


Of 1,845 employees who left the National 
City Bank of New York, to serve in the Armed 
Forces during the war, 476 have been honor- 
ably discharged. Of this number, 393, or 82%, 
have returned to work in either the bank or 
its trust affiliate, City Bank Farmers Trust 
Co. This is a high percentage either for banks 
or industry. As of November 15, the National 
City service flag carried 54 gold stars. 


os 
A. I. B. Convention in June 


The American Institute of Banking will re- 
sume the holding of its conventions with its 
forty-third annual meeting scheduled to be 
held at Cincinnati, June 11-14, 1946, it is an- 
nounced by David T. Scott, national president 
of the Institute, and assistant cashier of The 
First National Bank of Boston. The last regu- 
lar convention was held in 1942. 
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whichever side of the tax fence they stand—Tax Men all 
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from its breadth of coverage, official and explanatory, its 

dependability, and its down-to-earth practical values. 


For the “Standard Reports” subscription plan brings 
subscribers up to date immediately and keeps them up to date 
continuously. Its swift, detailed, informative weekly issues blanket the field of federal 
taxation most important to business and its tax counsel—reporting week by week the latest 
development in pertinent law or regulation, interpretation or ruling or court decision— 
the newest return, report, or form—all enriched and illuminated by editorial sidelights 


and plain English explanations. 
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TAX NOTES 


PETER GUY EVANS 


Estate Tax 


Possibility of invasion prevents deduc- 
tion for charitable remainder. Decedent 
set up a testamentary trust providing for 
certain fixed income payments for life to his 
wife, mother and sister. The trustees were 
empowered to invade the corpus for the 
beneficiaries’ “comfort and pleasure” as 
they deemed proper in their sole and uncon- 
trolled discretion. Upon the death of the an- 
nuitants, the trustees were directed to pay 
the remainder to designated charitable in- 
stitutions and relatives. The Commissioner 
disallowed a deduction for gifts to charity. 
HELD: Trustees’ power of invasion made 
the gifts to charity so uncertain as to deny 
the estate the deduction. Industrial Tr. Co. 
v. Comm., C.C.A.-1, Oct. 29. 


Valuation of charitable remainder; re- 
mote possibility of invasion. Trust created 
by decedent gave his wife the income for 
life, with the remainder to charity. If the 
income were less than $20,000 in any year, 
the trustees were, upon the wife’s request, 
to pay her the difference from principal. At 
time of decedent’s death, trust income ex- 
ceeded $50,000, more than half of which 
was derived from municipal and government 
bonds. Reinvestment could only be made in 
such securities. These bonds were yielding 
2.8% at decedent’s death and over-all yield 
was 3.09%. In valuing the charitable re- 
mainder, Commissioner assumed an interest 
rate of 4%. HELD: Present worth of re- 
mainder should be based on 3% interest 
rate, bearing in mind present and prospec- 
tive yield. This increased the value of the 
remainder by $152,000. Court rejected Com- 
missioner’s contention that possibility of 
invasion of principal rendered remainder 
non-deductible, asserting that probability 
was too remote in view of the great spread 
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between current income and the minimum 
income required to be paid the wife. Est. of 
Potts v. United States, U. S. Ct. of Cls., 
Nov. 5. 


Effect of renunciation of legacies. Under 
mother’s willdecedent, who died in 1941, held 
power of appointment over certain property, 
which, in default of exercise or if decedent 
died without leaving issue, was to be dis- 
tributed to brothers and sisters surviving 
her. Decedent left no issue, but one brother 
survived. She left $20,000 each to her three 
nieces and $10,000 each to two nephews, etc. 
Her will directed that if her estate was in- 
sufficient to pay legacies, deficiencies were 
to be paid out of the property over which 
she had power of appointment. Estate was 
inadequate and one nephew and one niece 
renounced their legacies which put the es- 
tate in position to pay all the legacies, debts 
and taxes. The Commissioner included some 
$38,000 in the estate tax return as that was 
the amount required to pay all the legacies, 
debts and taxes, had there been no renuncia- 
tion by the two legatees. HELD: No prop- 
erty passed under the appointment as it was 
never exercised. .The renunciations were 
designed to avoid a part of the federal es- 
tate tax. This did not vitiate the effect of 
the renunciations, as the latter were filed 
with the Probate Court. Est. of Fitz v. 
Comm., T. C. Memo, Oct. 24. 


Deduction for property previously taxed 
and valuation of stock. Horlick, Sr. during 
his lifetime made certain gifts to his wife 
and three children, including Horlick, Jr. 
The gifts were valued at $8,000,000 and an 
assessment of nearly $4,200,000 was pro- 
posed. At a conference between the techni- 
cal staff and the executors of the Estate, the 
matter was compromised and settled by ex- 
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cluding one-half of the gifts as not having 
been made in contemplation of death and 
including one-half as having been so made. 
The executors of the Estate of Horlick, Jr. 
sought to exclude certain property from the 
gross estate on the theory that same consti- 
tuted property previously taxed (father and 
son having died within 4 years). HELD: 
The settlement, in fact, excluded one-half 
of the gifts and therefore such gifts were 
not included in the prior decedent’s estate; 
hence no deduction was allowable with re- 
spect thereto. The value of the Horlick Malt- 
ed stock was reduced from $85.78, an agreed 
price used in a family transaction, to $50 
based on net worth, earning power, divi- 
dend-paying capacity, etc. Est. of Horlick, 
Jr. v. Kuhl, U.S.D.C., E. D. of Wisc., Sept. 5. 


Irrevocable trusts not subject to estate 
tax. In 1891, decedent set up two irrevoc- 
able trusts with income reserved to himself 
for life, and on his death to his widow. Up- 
on her death, corpus was to go to children. 
In 1902, he created similar trust, but his 
second wife was to receive the income after 
his death. Decedent had five children all of 
whom attained age 21 while he was alive. In 
1926, he irrevocably appointed his children 
to receive the corpora of the three irrevoc- 


able trusts provided only that they survived 


him. Commissioner contended that the 
transfers were includible in the gross es- 
tate because the ultimate recipients of the 
remainders could not be determined until 
the decedent’s death, and because decedent 
retained limited power to dispose of the 
property upon failure of any or all appoint- 
ments. HELD: Transfers not taxable. 
Grantor had completely disposed of the 
property and his death was not the “intend- 
ed event” which would enlarge the estate of 
the nominees or any of them. Est. of Singer 
v. Comm., T. C. Memo, Oct. 3. 


Income Tax 


Trust created by wife with gift from 
husband. Prior to 1930, taxpayer gave his 
wife $110,000 in bonds and assigned to her 
all his rights in certain life insurance poli- 
cies amounting to $500,000. Both were made 
unconditionally, bona fide and without any 
restriction. Thereafter, taxpayer’s wife 
transferred the property to a trustee to 
apply the income toward payment of the in- 
surance premiums and pay the balance over 
to the wife for life and to lineal descendants 
after her death. For years 1938 to 1940, 
Commissioner assessed income tax deficien- 
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cy against the husband on the grounds that 
the income from the property transferred 
really belonged to him. HELD: Trust in- 
come not taxable to the husband. The trans- 
fer was made when taxpayer’s financial con- 
dition was such that he wished to protect 
his wife and children. The trust was created 
by the wife of her own free will, without 
any direction or control of the property or 
the income therefrom on the husband’s part. 
Rockwell v. Granger, U.S.D.C., W. D. of 
Penn., Oct. 30. 


Tax lien applies to after-acquired prop- 
erty. Liens against M were obtained for in- 
come taxes for the years 1920 to 1922, and 
1936. The first three lien notices were filed 
in 1939 and the last, in 1941; these amount- 
ed to over $1,000,000. Upon discharge as re- 
ceiver in bankruptcy, in 1940, M was award- 
ed some $3,200 in fees. In 1941, taxpayer 
obtained judgment against M and issued at- 
tachment execution against his receiver’s 
fees. The District Court enjoined the pro- 
ceedings and ordered the fund to be re- 
tained for allocation to Government’s tax 
liens. HELD: Government lien applies to 
after-acquired property of a delinquent tax- 
payer (M). Glass City Bank v. Comm., Sup. 
Ct., No. 50, Nov. 13. 


Deduction for worthless stock denied. In 
1929, taxpayer bought for $32,440 stock of 
corporation which went into receivership in 
1932. In 1934, when the receiver’s report 
showed but $39,000 of assets and $707,000 
of liabilities, a stockholder’s derivative ac- 
tion was instituted against the directors and 
officers. On 1934 return, taxpayer claimed 
deduction for worthless stock. Commissioner 
disallowed the loss and taxpayer did not ap- 
peal. On settlement of stockholders’ suit in 
1937, taxpayer received $12,500, and on 
1937 return claimed a loss on the difference: 
between the cost of the stock and the settle- 
ment. HELD: Tax Court’s finding that 
facts were insufficient to establish that the 
stock became worthless in 1937 was reason- 
able. Subjective test is not decisive in de- 
termining worthlessness of stock. The stand- 
ard is flexible and practical, and varies with 
the particular facts. (Deduction should have 
been claimed in 1935, and if disallowed, then 
in 1936, for worthlessness obviously oc- 
curred either in 1935 or 1936.) Boehm v. 
Comm ., 8. Ct., No. 69, Nov. 13. 


Trust income taxable to beneficiary with 
power to revoke. Taxpayer was beneficiary 
of five trusts set up by her husband, under 








which she was to receive certain monthly 
amounts for life “first out of income and 
thereafter out of principal, if necessary.” 
She also had the right to name charities as 
recipients of excess income. Trust instru- 
ment gave her a power to revoke at any 
time in whole or in part, in which event she 
would receive the corpus, free of all trust. 
HELD: Entire trust income is taxable to 
beneficiary after deductions for charitable 
contributions. Her power to cancel or re- 
voke the trust alone, without anyone’s con- 
sent was tantamount to ownership of the 
trust corpora. Emery v. Comm., 5 T. C. No. 
122, Oct. 31. 


Trust income taxable to grantor. Gran- 
tor created trusts for children and grand- 
children but reserved the right to amend 
trust agreement and other powers, including 
removal of trustees at will. Income and, un- 
der certain circumstances, corpus were dis- 
tributable to beneficiaries selected at dis- 
cretion of trustees who were grantor’s hus- 
band and another. HELD: Taxpayer’s re- 
tention of such control over the distribution 
of trust income rendered her taxable there- 
on under Sec. 22(a) of I.R.C. Est. of Stock- 
strom v. Comm., C.C.A.-8, Oct. 24. 


Grantor taxable on trust income applied 
to indebtedness. In 1939, taxpayer set up 
trust, with mother as principal beneficiary. 
He conveyed to the trustee shares of stock 
against which there was $20,000 owing. In 
1940, the trustees paid this indebtedness 
with $5,000 of the 1939 trust income and 
$20,000 borrowed from the taxpayer. Sub- 
sequently, the latter amount was repaid to 
the taxpayer by the trustees with income 
out of the trust. HELD: The trustees had 
no adverse interest to the taxpayer, and the 
amount of trust income applied to the dis- 
charge of his personal obligations was tax- 
able to him under Sec. 167 of I.R.C. The 
beneficiary had full control over the trust 
income, and it was at her request that the 
income was used to pay off the indebtedness, 
but the trust instrument provided that trus- 
tees should have full power and authority to 
discharge any obligations that might exist 
against the trust assets. Russell v. Comm., 
5 T. C. No. 118, Oct. 24. 


Gift Tax 


Lump sum divorce settlement not tax- 
able. Prior to divorce in 1941, taxpayer 
agreed to pay his wife $1,250 monthly and 
to set up a $100,000 trust fund for his 
minor daughter’s support and maintenance. 
However, at the divorce hearing the parties 
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agreed to, and the Court approved, a lump 
sum settlement of $625,000 in cash in lieu 
of the monthly payments. Taxpayer was dis- 
charged of all property rights and claims for 
support of his wife. The monies were paid, 
the daughter’s trust was set up, and the 
Commissioner assessed gift taxes on the 
transfers. HELD: Payment to wife was 
not subject to gift tax; the portion of the 
trust fund in excess of amount necessary 
for support of daughter during minority is 
taxable as a gift. Converse v. Comm., 5 T. C. 
No. 123, Oct. 31. 


Value of transfers of remainder inter- 
ests subject to tax. HELD: Gift of remain- 
der interest in two trusts is subject to tax 
based on value existing on gift date less 
donor’s indebtedness to trusts. For facts 
and holdings of the Court as remanded on 
Apr. 11, 1944, to the Tax Court, see June 
1944 Trusts and Estates 618. Procter v. 
Comm., C.C.A.-4, Oct. 30. 


Revenue Bureau Rulings and Tax News 


I. T. 3761. Holds periodic payments made 
pursuant to an interloctury decree of di- 
vorce in the State of California by a hus- 
band for the support of his wife are includ- 
ible in her gross income and deductible by 
the husband. 


Tax Court Rules Amended. Rules of 
practice amended with respect to business 
hours, stipulated evidence and depositions 
upon written interrogatories. 


Life Insurance Installment Payments. 
Where “owner-beneficiary” elects, prior to 
death of insured, to have proceeds of insur- 
ance policy paid in installments, same are 
exempt from Federal income tax. (Letter 
ruling, Sept. 26, 1945.) 
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NOTES ON ESTATE PLANNING 


R. N. GRAHAM 
Member of San Antonio (Texas) Bar 


“A prerequisite to the solving of estate 
problems for a client is complete informa- 
tion as to the nature, type and value of his 
property, the annual income, the age and 
sex, pecuniary requirements, and marital 
status of the members of his family. It is 
only with this information that a proper de- 
termination of what is best by way of mak- 
ing gifts, the manner in which the property 
is to be devised, the advantage of life es- 
tates, provisions for distribution of income 
and principal, protection of beneficiaries, 
and the amount and provision for payment 
of death taxes can be determined.” 

“Since the rates as to income, gift and 
estate taxes increase progressively, multi- 
ple use of the same affords additional bene- 
fits. The balancing of the estate between 
gift and estate taxes, the diverting of prop- 
erty to other members of the family with 
lower incomes and the creation of multiple 
taxpayers by the use of trusts will bring 
about savings.” 

“In order to be safe the donor must not 
retain any interest in the gift and, if in 
trust, he should not serve as a trustee or re- 
tain any elements of control over it.” 

“Where there are minors and the parent 
creates a trust, provision should be made 
that distribution of income rests solely in 
the trustee’s discretion and that it should 
not be made except where the settlor parent 
is unable to support them. This for the rea- 
son that if such income is used for their 
support it will be taxable to the settlor par- 
ent.” 

“Care should be exercised in regard to 
possibilities of reverters, and this can best 
be accomplished by making the final bene- 
ficiary an exempt charity.” 

“The grand event in estate tax saving is 
the use of life estates .. . The right to prin- 
cipal encroachment is apt to destroy this 
benefit. If principal encroachment is de- 
sired, it should be specifically limited. For 
example: property can be given in trust 
with life income benefits to the wife with 
principal invasion not exceeding $60,000; 
the same arrangement for the children with 
remainders to the grandchildren. Thus, 
three passings will be accomplished but only 
one tax imposed, there being no tax upon 
the death of the wife or children unless the 


Quotations from address before Annual Meeting of 
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other estate held by them exceeds $60,000, 
the amount of the estate tax exemption. Ad- 
ditional elasticity can be procured by giving 
special powers of appointment.” 


“Where there are several beneficiaries and 
all or some portion of the income is to be 
accumulated provision should be made for 
separate trusts; this can be done in the one 
instrument. This should be done even where 
the income is to be distributed. It will save 
taxes should the trustee be taxed with items 
not considered to be income and accordingly 
not distributed.” 


“It is well to define as nearly as possible 
what is to be income. This includes whether 
the trustee or beneficiary is to get the bene- 
fit of depreciation, obsolescence or deple- 
tion.” 


“In the preparation of wills it is well to 
provide by whom the death taxes are to be 
borne. Care should be exercised in imposing 
them upon the remainder since in large es- 
tates it may be impaired beyond that con- 
templated. Since income is taxable to the 
executor during administration unless dis- 
tribution thereof is authorized, this should 
be provided for, particularly in large es- 
tates.” 

“A mother with ample income can decline 
the benefits in her husband’s will and allow 
it to pass to her children, thereby saving the 
higher income taxes on her during her life- 
time and gift or estate taxes when the prop- 
erty passes to the children.” 

“Death taxes become an acute problem 
where the decedent is the’ sole owner of a 
large business. It is wise, therefore, to an- 
ticipate this during life by bringing others 
into the business or, in case of a corpora- 
tion, by creating a market for its stock. If 
this cannot be done then the only solution is 
life insurance. Where it is possible, it 
is well to have other members in the family 
take out and own such insurance and pay 
the premiums. But the insured must not pay - 
the premiums directly or indirectly. If this 
is not possible, then the problem must be 
met by acquiring additional insurance so as 
to have cash available even though a portion 
thereof is lost for estate taxes.” 

“Trusts and wills that have taken effect 
in years previous may have tax benefits not 
existing under present laws; hence the law 
in effect at the time they were created should 
be examined before agreeing to the assess- 
ment of taxes.” 

“It is always wise to consult potential 
trustees or executors as to the terms of the 
instrument under which they are to serve.” 
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Distribution —- Remainders Vested At Tes- 
tator’s Death 


Delaware—-Court of Chancery 
Carpenter v. Carpenter, 44 A, (2d) 17. 


Will directed trustee to pay interest from 
fund to “A” for life. “At her death, I will and 
bequeath the said [sum] to be equally divided 
between my children, share and share alike.” 
Of the eleven children surviving the testator, 
only three survived “A.” The question was: 
Did the fund vest in the eleven or the three? 


HELD: There is no indication of any intent 
to override the “constructional preference for 
the early vesting of estates or interests.” The 
fund therefore vested immediately on the 
testator’s death and goes to the eleven. 


0 


Distribution — Trust Beneficiary’s Interest 
Not Vested 


Wisconsin—Supreme Court 
Will of Martin, 19 N.W. (2d) 886. 


The will of the decedent placed all of his 
property in trust for ten years, during which 
period each of his three children was to re- 
ceive $200 per month from principal or inter- 
est, and it was further provided that in case 
of the death of any child while any portion of 
the trust fund remained undistributed, the por- 
tion provided for the deceased child was to be 
divided among the heirs of his body. The 
testator died in 1939, and one of his children 
died without issue in 1944. The legatees under 
the will of the deceased child claimed his share 
of the trust fund, on the theory that he had a 
vested interest therein. 


HELD: The interests of the three children 
were not vested during the ten-year term of 
the trust but were contingent upon their sur- 
viving that period or leaving issue upon their 
death during the period. Only a single trust 
‘was created, and it was the testator’s purpose 


that upon the death of any child without issue 
the interest and principal of the trust fund 
should continue to be held to secure the pay- 
ments of $200 per month to the surviving ben- 
eficiaries. Therefore, the son who died with- 
out issue during the ten-year period had no 
interest which could pass to the legatees under 
his will. 
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Investment Powers — Court Will Appoint 
Substitutes To Exercise Power of Control 
Renounced by Settlor’s Appointees 


New York—Supreme Court, New York Co., Sp. T. I 


Matter of Commercial National Bank d& Trust Co. of 
N. Y. (Kinnicut), N.Y.L.J., Nov. 8, 1945, p. 1282. 


The deed of trust empowered the trustee to 
retain and to invest in non-legals, subject to 
the following qualifications: the trustee was 
to make sales and investments when directed 
to do so by the settlor during his life, and 
after his death the executors of the settlor’s 
will or the trustees from time to time acting 
thereunder could recommend sales and invest- 
ments to the trustee; the trustee was not to 
make any sales or investments except on the 
written recommendation of the settlor or of 
the executors or trustees acting for the time 
being under his will, or a majority of them. 
The settlor’s will appointed as executors and 
trustees an attorney at law and a bank other 
than the institution which was the trustee of 
the inter vivos trust. The will was admitted 
to probate and the executors and trustees 
therein named qualified as such but renounced 
the powers which were conferred upon them 
under the trust deed. The Court concluded 
that the settlor’s lintention was to give the 
trustee of the inter vivos trust considerable 
latitude as to investments, but he neverthe- 
less did not desire to give the trustee of the 
inter vivos trust a completely free hand, cal- 
culating it would be better to have two banks, 
each checking on the other, and an attorney 
checking both banks, 
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HELD: The renunciation by the executors 
and trustees under the will should not be 
allowed to defeat such intention, and the 
trustee of the inter vivos should be permitted 
to continue to purchase and sell non-legals. 
Since the trust deed made no provision for 
the appointment of substitutes in place of the 
declining executors and trustees, the court 
would do so, and would appoint for that pur- 
pose a trust company selected by the bene- 
ficiaries and also an attorney of successful 
experience in the handling of securities. 


~~ 0 


Living Trusts — Validity — Termination 
on Death of Settlor 


, Connecticut—Supreme Court of Errors 
Gaess v. Gaess, 132 Conn. 96. 


Plaintiff’s intestate and two defendants, be- 
ing all the stockholders, directors and officers 
of a corporation, entered into a trust agree- 
ment, binding upon the “heirs, executors and 
estates of the respective parties,” which pro- 
vided, inter alia, that the trust fund should 
consist of deposits to be made “periodically, in 
amounts mutually agreed upon in advance;” 
that the primary purpose of the trust was to 
accumulate sufficient money to build or pur- 
chase a building for the business of the corpo- 
ration in the event that the lease of its rented 
quarters should be terminated; that with- 
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drawals from the trust fund could be made 
only as agreed upon in advance by a majority 
vote; that the fund if not used for the purpose 
outlined might be divided into three parts and 
distributed to the parties upon a majority 
vote; and that in case of death, the estate of 
the deceased would enjoy the same rights and 
benefits as the original party. The plaintiff’s 
intestate died and the plaintiff demanded an 
accounting and distribution. 

HELD: The provisions of the trust agree- 
ment are not invalid for uncertainty as to con- 
tributions to and withdrawals from the trust. 
fund or as to the final termination and distrib- 
ution of the trust. The intention of the intest- 
ate that his interest in the trust and the right 
to control the use or disposition of the fund 
should continue after his death as an incident 
of his estate is clear, and the plaintiff has no 
right to terminate the trust merely because 
she desired the distribution of the fund. 


The agreement contains no limitation as to 
the period during which the funds should con- 
tinue to be held. In the absence of a majority 
vote terminating the agreement and distribut- 
ing the fund, the plaintiff is not entitled to a 
distribution until the trust fund has been held 
for a period of twenty-one years from the time 
the first contributions were made. 


o——-—_— 


Powers — Limitations — Authority to With- 
draw Principal 


New York—Appellate Division, 3rd Dept. 
In re Woollard’s Estate, 57 N.Y.S. 2d 1. 


The testamentary trust provided that the 
trustees should pay the income to testator’s 
wife, “together with as much of the principal 
as she may deem necessary for her mainte- 
nance, comfort and well being (for which she 
shall not be required to make any account).” 

HELD: The income beneficiary has an abso- 
lute right in her discretion to demand all or 
any part of the corpus which she deems neces- 
sary for her maintenance, comfort and well 
being. The trustees conceded that any desire 
by the beneficiary expressed in good faith must 
be satisfied. Without conceding that an in- 
quiry into good faith was relevant, the court 
eoncluded that the surrogate’s construction 
was supported by the law and the facts. 


Q—-— ---——_ 


Taxation — Estate & Inheritance — Prop- 
erty of Non-Resident Exempt Under Re- 
ciprocity Provision Although Domicili- 
ary State Levies No Tax 


Wisconsin—-Supreme Court 
Estate of Uihlcin, 20 N.W. (2d) 120. 


Decedent, a resident of New York, was the 
income beneficiary of a trust which was creat- 
ed in Wisconsin and whose assets were held 





in that state. The Wisconsin inheritance tax 
law provides that intangible personal property 
of a nonresident decedent shall not be taxed in 
Wisconsin if a like exemption is allowed by the 
law of the state in which he resides. New York 
does not impose a tax on intangible property 
within that state belonging to a nonresident 
decedent. The decedent had a power to appoint 
the corpus of the trust estate, but he failed to 
exercise the power. Failure to exercise a 
power of appointment is taxable under the in- 
heritance tax law of Wisconsin, but not under 
that of New York. The Wisconsin inheritance 
tax authorities sought to collect a tax on the 
corpus of the trust, contending that the reci- 
procity provision of the Wisconsin law is in- 
applicable to types of property which the for- 
eign state does not tax at all. 


HELD: The reciprocity provision of the Wis- 
consin law contains; no limiting language 
which would make it inapplicable to types of 
property which the foreign state of the dece- 
dent’s residence does not tax. All that is ne- 
cessary to establish the exemption is to show 
that the foreign state does not tax intangibles 
owned by non-residents; and that having been 
shown here, the corpus of the trust is exempt 
from tax in Wisconsin. 
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Wills — Probate — Joint Wills — Enforce- 
ability 
Colorado—Supreme Court 
Ireland v. Jacobs, #15368. Decided Oct. 29, 1945. 


H died, and upon his death there was pro- 
bated an instrument purporting to be his will, 
which was in the form of a joint will of H 
and W, signed by both H and W, with a proper 
attestation clause duly signed by the requisite 
number of witnesses. The will left everything 
to H on the death of W and everything to 
W on the death of H, and upon the death of 
both, or the survivor, everything was left in 
trust for charitable purposes. The estate of 
H was administered and paid over to W under 
the terms of the will. Then W died, and it 
appeared upon the attempted proof of the will 
that the will was not executed in the presence 
of the witnesses by W, that the signature of 
W was not on the will when it was executed 
by H in the presence of the witnesses, that the 
will was not then properly executed as the will 
of W; therefore, the will was denied probate 
as the will of W. This is a suit by the At- 
torney General to enforce the charitable trust 
on the ground that W had made a valid con- 
tract with H to leave her estate upon the 
charitable trust set forth in the will. 


HELD: There was no enforceable contract. 
Since W had not made a will, had W died first, 
H would not have benefited from the will, so 
would not have been bound to carry out the 
trust in his will. There was no promise from 
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W to carry out the trust, and therefore no 
consideration binding H to carry out the trust. 
There being no consideration, there was no 
contract. There was no other evidence that 
W had made an agreement to carry out the 
trust, and the purported will being no will, 
was no evidence. The property is distributable 
to the heirs of W. 


0 


Tax Incentives for New 
Enterprises 


In order to insure a prosperous post-war 
economy, Congress should permit new enter- 
prises, both corporate and individual, to spread 
their losses over a four-year period, instead of 
the present two-year period specified in the 
Federal income tax laws, Peter Guy Evans, 
C.P.A. and Attorney of New York City, and 
Tax Editor of Trusts and Estates, proposed at 
the Institute on Federal Taxation of Rhode 
Island State College last month. 

Mr. Evans, Chairman of the Institute, point- 
ed out that in the first few years of new ven- 
tures, usually losses are suffered. In order to 
attract new capital the carry-forward pro- 
visions should be extended to four years. 


Commenting on the Revenue Act of 1945, Mr. 
Evans sharply scolded Congress for abolishing 
the excess profits tax for 1946. “A great deal 
of strife between labor and capital, the lack of 
goods and wares in the market, etc., is directly 
attributable to the premature elimination of 
the excess profits tax for 1946. Some corpora- 
tions cannot be blamed’ for saving taxes by 
postponing sales into 1946 at which time the 
tax rate will be 38% instead of the 854%. 
The excess profits tax could have been repeal- 
ed in 1946, retroactively to Jan. 1.” 
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